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Paper industry 
The cost of regarding 
customers as enemies 
Management, Page 10 




Serbia 

Economy creaks under 
sanctions and aid socialism 
Page 3 
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is Yeltsin entering 
a political cul-de-sac? 
Page 2 


World Energy Review 

Europe prepares for 
electricity competition 

Survey, separate section 



W ORLD N EWS 

Yeltsin reported to 
have split with 
Berezovsky over 
use of influence 

Russian president Boris Yartsin 
was reported to have spDt with 
Boris Berezovsky, influential busi- 
nessman and self-styled presiden- 
tial adviser, over Mr Berezovsky's 
attempts to influence the formation 
of Mr Yeltsin's new government 
Page 2 

KoU acts to control coafitton 
German chancellor Helmut Kohl 
acted to keep control over his gov- 
erning coalition by giving personal 
support to Wolfgang Schfiuble, 
parliamentary leader of his Chris- 
tian Democratic Union and Mr 
Kohl’s designated successor. 

Page 2 

Brussels ‘fatfog consumers' 
Consumer groups accused the 
European Commission of falling to 
protect the interests of EU citizens 
who will have to cope with the new 
single European currency. Page 2 

Construction boom ki UK 
French and German construction 
workers are being lured to Britain 
by plentiful work, the Royal Institu- 
tion of Chartered Surveyors said, 
while skilled building workers who 
moved out of the UK to work hi 
the early 1690s are flooding back. 
Page 10 

Drugs seized in Channel tunnel 
Police seized 350,000 Ecstasy (Mils 
and 10kg of cocaine in a lorry trav- 
elling through the the Channel tun- 
nel from France to the UK. The 
dregs were valued at more than 
Elm (SI -7m). 

Warning on Asian stability 
A sharp increase In Asian unem- 
ployment and the weakness of 
social protection schemes raises a 
risk of instability In countries hit by 
the regional economic crisis, the ■ 
International Labour Organisation 
warned. Page 8 

Czech MPs ratHy Nate membership 
The Czech lower house of parlia- 
ment ratified the country’s mem- 
bership of Nato despite doubts 
about both the public's enthusiasm 
for joining and the readiness of the 
armed forces. Page 3 

Leaders set for Americas summit 
leaders of aO but one country In 
the western hemisphere (Cuba is 
excluded) wifi meet for their sec- 
ond Summit of the Americas at toe 
weekend In Santiago, Chile. 

Page 5 

Hybrid care crfficfeed 
The new generation of hybrid elec- 
tric cars, which combine electric 
and diesel power, is unDkely to 
meet environmental standards, the 
US National Research Council 
said. 

Earthquake tats eastern Russia 
An earthquake recked Russia's far 
eastern Kamchatka peninsula. No 
casualties or damage were 
reported. 

Ex-Venezuelan president field 

Farmer Venezuelan president 
Carlos Andrds Pdrez was placed 
under house arrest on charges that 
he and his female companion 
embezzled state funds. 

0 Salvador sets up pensions 

El Salvador has become the first 
country In Central America to 
launch private pension funds. 

Page 5 

US tax computers ‘cannot cope 1 
Computer systems at the troubled 
US tax service are unable to cope 
with the widespread desire to 
modernise the Internal Revenue 
Service, the head of the IRS admit- 
ted. Pages 


BUSINESS NEWS 


GEC-Aisthom 
parents plan to 
draw $1.3bn 
special dividend 

GEC of the UK and Aicatel- 
Atethom of France am planning to 
draw a special dividend of about 
Ecu 1.2bn ($1.3bn) from their Joint 
venture GEC-Atethom before float- 
ing the company later this year. 
Page 16; Observer, Page 13; 
£4bn moment. Page 21 


aid Rupert Murdoch's 
News Corporation are In contact 
despite the refusal of S3vio Berlus- 
coni, former ftafian Prime Minister, 
to sell his controlling stake in the 
Italian television group to the Aus- 
tralian media tycoon. Page 19 

Cable and Wtatoss of the UK and 
Telecom Italia cemented their 
week-old relationship with an 
exchange of assete expected to be 
worth more than $2bn to the UK 
company. Page 15; Lex, Page 14- 

Miwimi—i, the German 
conglomerate, detailed a DM1 9bn 
($10.5bn) investment plan to fur- 
ther Its ambition of becoming 
Europe's leading private telecoms 
company. Page 19 

Sodete E ttro pfauua dee Satellites' 
shareholders voted unanimously to 
float the company, which owns 
Astra satellites, on toe Luxembourg 
stock market Page 16 

kxrica, UK radio telecoms operator, 
saw Its shares rise almost 20 per 
cent to BlJip after ft reported 
encouraghg fourth-quarter operat- 
ing statistics. Page 21 

Ctiarire Schwab, toe US's largest 
discount stockbroker, reported 
first-quarter profits WBlI below Wall 
Street expectations. Page 15 

MR, parent of American Airfkias, 
the second biggest US carrier, 
reported soaring profits for the first 
quarter and announced that Robert 
Crandall had decided to retire on 
May 20. Page 18; Observer, Page 
Lax, Page 14 

BMkftmrica, which earlier this 
week announced It was merging . 
with NationsBank, released earn- 
ings figures for the first quarter ' 
which were comfortably ahead of 
Wall Street expectations. Page 17 

G oodye ar , US tyre manufacturer, 
reported a dip In first-quarter sales 
to $3.1bn caused by the strength 
of the US dollar and weakness in 
Asian markets. Page 17 

CsBllet Enterprises, Canadian long- 
cfetance telecoms carrier, 
announced a C$1 .6bn ($1.1 bq) bid 
to buy Fonorota. Page 18 

ttateys, US computer group, tripled 
net Income to $63m In the first 
quarter of 1998, aided by strong 
growth in information technology 
services. Page 17 

Kta Motors, South Korea's third 
biggest carmaker, saw workers 
down tools in protest over the 
arrival of a court-appointed 
receiver. Page 15 

Afl Nippon Airways' pods' strike has 
cost the Japanese akfine at least 
Yl.Sbn (SI 4m) over the past 10 
days Bid shows no sign of coming 
to an end. Page 20 

CMea Is aiming to remove 
preferential t®c rates for foreign 
businesses by 2000, bringing them 
In fine with toe higher rate paid by 
Chinese enterprises. Page 6 

Wortd Equity Markets 

- The htettlrandi ariftaafew mart 
ftan amaflorial makste at avarice ■ 
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G7 puts pressure on 
Japan to stimulate 
its ailing economy 

Fears for world growth as fiscal package fails to impress 


By Robert Chris fa Washington 


The Group of Seven leading 
Industrial countries yesterday 
stepped up the pressure on Japan 
to revive its aihng economy amid 
scepticism abont the effective- 
ness of its latest fiscal stimulus 
package, announced last week. 

The G7 fears that if Japan fails 
to reflate its economy with per- 
manent tax cats and well- 
targeted spending increases, this 
could create further instability in 
Asia and prompt a steeper slow- 
down in world economic gr o w t h. 

Officials said that with the 
impact of the package s tffl highly 
uncertain, the best finance minis- 
ters could hope for at their meet- 
ing in Washington was evidence 
of greater political will from the 
Japanese authorities. They 
expressed frustration that there 
had not been enough time before 
th g meeting to evaluate the pack- 
age properly. 

The weakness of the Japanese 
economy was illustrated by data 
yesterday which showed that 
year -on-year Tokyo department 
store sales plunged in March by 
more than 20 per cent, the worst 
fall since records started in 1965. 
The sales data are the first 
important economic figures pub- 
lished every month. 

Gordon Brown, the UK chan- 


cellor, described Japan's latest 
stimulus package as “a step in 
the right direction”, a cautious 
assessment shared by other 
ministers. 

Thee Waigel, the German 
finance minister, warned that 
structural reform was crucial to 
recovery in Japan. 

Economists at the Interna- 
tional Monetary Fund believe it 
should be sufficient to restore 
positive growth in the second 
half of *Kis year after a te chnical 
recession in which output falls 
for two consecutive quarters. 

The Japanese government has 
become increasingly irritated by 
criticism of its domestic policies 
from the other G7 members - the 
US, Germany, France, Italy, the 
UK and Canada. 

But Robert Rubin, the US trea- 
sury secretary, argued that the 
international pressure on Japan 
was no different from that 
directed at the US budget deficit 
in the 1980s. 

Officials said toe finance minis- 
ters would warn again that Japan 
should not rely on a weak yen to 
export itself ant of trouble. The 
Bank of Japan intervened to sup- 
port the yen last week, a move 
welcomed by the US Treasury. 

Aside from the situation in 
Japan, the other main topic on 
the G7 agenda was the reforms to 


the architecture of the interna- 
tional monetary system made 
necessary by the recent financial 
crises in several Asian countries. 
The ministers agreed that 
countries' financial systems 
should be placed under greater 
international scrutiny, but opin- 
ions differed on how best to do 
this. 

The most radical proposal 
wm» from Canada, which wants 
a new international institution to 
oversee national regulatory and 
supervisory regimes. Mr Brown 
said he bad sympathy with this 
proposal but would prefer the set- 
ting up of a joint financial sector 
unit by the IMF and World Bank. 

UK officials fear the Canadian 
scheme will take too long to get 
up and running and that best use 
should be made of existing insti- 
tutional structures. 

Mr Brown also proposed that 
the IMF create a code of good 
practice on financial and mone- 
tary policy, in consultation with 
the World Bank and the Wank for 
International Settlements. He 
said the IMF should be ready to 
publish its views on the strength 
of national financial systems .and 
regulatory regimes. 

Caii for standards, Page 4 
Personal view, Pago 12 
Etftorial Cotttrnont, Page 13 



Former South African president P.W. Botha leaving court yesterday. The 
82-ywr-otd faces a charge of defying a subpoena to testify before the 
Leountry's Truth and ReconeSation Commission. Page 4. Picture Reuters 


Tehran mayor bailed amid political tension 


By Robin Afien n Dubai 


Iranian authorities yesterday 
released on bail the mayor of 
Tehran, whose arrest on charges 
of corruption had provoked 
police clashes with students and 
a power struggle between his 
moderate supporters and his con- 
servative opponents. 

The most important factor 
behind Gholamhosseln Karbas- 
chi’s release was the determina- 
tion of both sides in the struggle 
not to allow political emotions to 
spill on to Iran's streets, western 
diplomats said. 

" Once that happens, as it did 
when Iran’s victorious soccer 


squad returned to Tehran last 
December, anything can hap- 
pen," one embassy source said. 
More than 100,000 people, includ- 
ing 5,000 women who had been 
forbidden to go, poured on to the 
streets to welcome the team. 

In the past, public demonstra- 
tions that have got out of hand 
have resulted in the collapse of 
the government This happened 
in 1906. i960 and 1978-79. 

The 44-year-old mayor was 
arrested on April 4 on embezzle- 
ment chargee. He has became the 
focus of a power struggle 
between reformers who support 
President Mohammad Khatami 
and the government and conser- 


vative traditionalists, typified by 
Ayatollah Ali Khamenei, Iran's 
spiritual leader. 

Mr Khatami has nationwide 
support after his runaway victory 
in last year’s presidential elec- 
tion. But the conservatives con- 
trol many levers of power, includ- 
ing the judiciary, the police and 
security apparatus,- the Revolu- 
tionary Guards and the armed 
forces. Conservatives also have a 
majority in the parliament 

Mr Karbaschi was widely seen 
as the political victim of conser- 
vatives working through Ayatol- 
lah Mohammed Yazdi, the bead 
of the judiciary and an opponent 
of economic and social reforms. 


Many saw the mayor's arrest 
the judiciary’s failure to specify 
charges and its refusal to allow 
Mr Karbaschi '& lawyer to visit 
him as aimed at weakening the 
government 

Although Mr Khatami has been 
careful, according to Tehran ana- 
lysts. to confine himself to 
appeals for restraint and the 
upholding of “civil law", his sup- 
porters protested publicly against 
the arbitrary arrest of a popular 
public figure and the conserva- 
tives’ constant sniping at the 
popularly elected government 

Almost 700 mayors published 
statements supporting Mr Kha- 
tami and criticising Mi Karbas- 


chi ’s arrest. Among Mr Khata- 
mi’s supporters, Faezeh Hashemi, 
the outspoken daughter of thp 
former president Hashemi Raf- 
saqjam, who was influential in 
winning moderate female voters 
for Mr Khatami last year, and 
Abdollah Nouri. the interior min- 
ister , have been conspicuous in 
rallying public support for the 
mayor. 

They were backed by Mr Kha- 
tami's supporters at Tehran uni- 
versity. who clashed with mili- 
tants and police during 
demonstrations in support of the 
government and Mr Karbaschi 
held in spite of government 
appeals not to do so. 


Japanese gangsters 
could target US 
buyers of bad loans 


By &Bfam Tea la Tokyo 


Japanese gangsters are posing 
new risks for some US investors 
that have bought bad loans from 
Japanese banks, according to 
bankers and security offidals. 

Some of the property put up as 
security for loans is linked to 
criminal gangs known as 
“yakuza", they say. The yakuza 
often use violence to block 
attempts to foreclose on loans. 
Fears that US companies could 
became targets have been fuelled 
by a recent fire at tire Tokyo 
house of an executive of Cargill, 
the US group, which has been 
aggressive in Japan's bad loan 
market. Cargill acknowledges the 
incident occurred, but refuses to 
comment 


Harry Godfrey, managing 
director of KroU Associates, the 
US investigation agency, said: 
"Foreign investment companies 
are entering a market that until 
now has been controlled by the 
Japanese, including the yakuza." 

Steven Weller, analyst at Jar- 
ffine Fleming , said: "The yakuza 
are a huge issue for US investors 
now. Some foreign companies 
who have arrived here are very 
inexperienced and bad not real- 
ised what they have now got 
themselves into." 

Some property-related loans 
bring sold by Japanese hanks are 
offered at between only 7 and 20 


per cent of face value. This has 
attracted the overseas investors, 
especially US firms. Those 
thought to be interested include 
Goldman Sachs, Morgan Stanley, 
Credit Suisse First Boston. Car- 
gffl. Loan Star, Deutsche Morgan 
Grenfell and Bankers Trust. 

Most sales are secretive. How- 
ever, Jardlne Fleming estimates 
that total deals may have 
reached some Y3,000bn (*23bn) at 
book value in recent months. 

Total problem loans in the Jap- 
anese banking system are esti- 
mated to be about Y77XXX)bn. 

Japanese banks deny they are 
deliberately selling yakoza- 
related loans to foreigners. But 
Mr Godfrey said that, in some 
portfolios offered to foreigners, 
"around half of the loans have 
questionable backgrounds”. 

US investment groups refuse to 
comment publicly, but some com- 
panies have accepted yakuza- 
related loans on a zero-value 
basis as part of a portfolio. 

One investor said: "You cannot 
cherry-pick from a portfolio that 
is offered. So you accept that 
there are loans you cannot col- 
lect without unacceptable risk." 

A foreign investment banker 
said: ‘'There are some investors 
here who are being very naive 
now. My fear is that it will take 
something nasty to happen 
before the Japanese government 
acts." 
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Brussels ‘failing consumers’ ahead of euro 


By Emma Tucker in Brasses 

Consumer groups yesterday 
accused the European Com- 
mission of foiling to protect 
the interests of minions of 
EU citizens who in four 
years' time will have to cope 
with the new single Euro- 
pean currency. 

Beuc, the European con- 
sumers organisation, said 
that binding legislation 
should cover critical issues 
such as the dual pricing 
of goods during the trans- 
ition from national cur- 
rencies to the euro, and 
the charges levied by banks 


for converting accounts. 

In recommendations set 
out yesterday, the Commis- 
sion shied away from legisla- 
tion to ensure a smooth tran- 
sition to the single currency. 
Brussels is relying on good- 
will and competitive pres- 
sures to ensure banks and 
retailers are not tempted to 
abuse consumers during the 

handover from national cur- 
rencies to the euro. 

“These issues are abso- 
lutely fundamental for con- 
sumers in the transition 
from their national money to 
a totally new and unfamiliar 
currency,' 1 said Katrin 


Schweren, Beuc’s economics 

adviser. 

“Consumers want to he 
sure they aren't going to be 
ripped off when the currency 
changes and they want to 
know what these new 
amounts in euros mean com- 
pared with their familiar 


However, the Commission 

hag undergone ferocious lob- 
bying from retailers and 
banks that argued that bind- 
ing measures would impose 
punitive costs. Mario Monti, 
commissioner for the single 
market said Brussels main- 
tained the option of legislat- 


ing later if the voluntary 
approach did not work. 

He pointed out that a nan- 
binding code of conduct on 
cross-border payments had 
been insufficient to stop 
hanks from double charging 
consumers and that legisla- 
tion had ensued as a result 

The Commission hopes 
that its recommendations - 
which will apply only to 
countries adopting the euro 
- will be endorsed by the 
member states at a special 
summit at the beginning of 
May to determine which 
countries become founder 
members of the euro. 


The first HMvnwwiBriHwHmi 
states that, banks should not 
charge for ■ 

■ The conversion of incont 
mg and outgoing payments 

riwirtTmrm tflri in eUTQS OT the 

national currency during the 
transitional period. 

■ The conversion of 
accounts from the national 
currency to the euro either 
during or at the end of the 
transitional period. 

■ The exchange of house- 
hold amounts of national 
banknotes and coins for 
euros when the single cur- 
rency is introduced. 

The second aims for clar- 


ity and certainty where 
retailers choose to price 
goods to both currencies tout 
does not oblige retailers to 
do so. Beuc fears with no 
'obligation retailers win be 
.tempted to use the transition 
to raise prices by exploiting 
. consumer -ignorance of con- 
version rates and rounding 
prices upwards. 

The thiril recommendation 
invites member states to 
monitor the practical aspects 
Of inhivlnrinp thft OUTO by 
setting up decentralised 
observatories, which could 

• also, serve as a source of 

mfonnation for consumers. 


Kohi acts signs grow in Moscow of ‘split’ 
control between Yeltsin and Berezovsky 


over 

coalition 

By Ralph Alldns in Bom 

Chancellor Helmut Kohl of 
Germany attempted yester- 
day to reassert control over 
his fractious governing coali- 
tion by offering strong per- 
sonal support to Wolfgang 
Scbauble, parliamentary 
leader of his Christian Dem- 
ocratic Union (CDU) and Mr 
Kohl’s designated “crown 
prince”. 

Mr Kohl's intervention fol- 
lowed more than a week of 
public rows within the Bonn 
coalition, first over a draft 
programme published by Mr 
Schduble for federal elec- 
tions in September and then 
over Mr Schduble’s claim to 
be a possible future candi- 
date for chancellor. 

The rows between the 
CDU and the Christian 
Social Union (CSU), its 
Bavarian sister party, have 
knocked off course Mr 
Kohl's plans for winning his 
fifth election as chancellor 
on September 27. 

The CSU objected to pro- 
posals in the -draft election 
programme for higher 
energy taxes. The Bavarian 
party's antagonism towards 
Mr Schduble also reflected 
fears the CDU's parliamen- 
tary leader might support a 
“grand coalition” between 
the Christian Democrats and 
opposition Social Democrats 
led by Gerhard Schrflder, 
premier or Lower Saxony. 
Such a coalition would leave 
the CSU marginalised. 

Mr Kohl yesterday- 
instructed Peter Hintze. CDU 
party secretary, to make 
clear Mr Schfiuble remained 
his desired successor “at the 
appropriate time”. But Mr 
Hintze added the CDU had 
always discussed its candi- 
dates for chancellor with the 
CSU and would not break 
the tradition. Such questions 
were not relevant as “the 
CDU and CSU have with 
Chancellor Helmut Kohl a 
joint candidate for the 
19HS-1SW2 legislative period". 

Mr Hintze said Mr Schdu- 
blr had taken a leading role 
in CDU electioneering, 
including overseeing draft- 
ing of its programme. The 
party still hoped to draw up 
a joint election statement 
with the CSU. 

Mr Kohl's intervention 
appeared last night to have 
had some success in calming 
tension in the coalition. 
Edmund Stoiber, indepen- 
dent-minded CSU premier of 
Bavaria, joined appeals for 
an end to personality 
debates. The CDU and CSU 
would go into the election 
campaign behind Mr Kohl 
and "for that reason, any 
discussion about personali- 
ties is not only senseless but 
also damaging”, be said. 
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By John Ttanhfll and 
Ctartes Ctovar in Moscow 

In Communist times. 
Sovietologists would scour 
I the newspaper Pr&vda 
j (Truth) to divine what was 
happening in the Kremlin. 

These days, as one politi- 
cal analyst noted, there is a 
“plurality of Pravdas” - 
each newspaper, controlled 
by a different financial- 
industrial group, prints its 
own heavily slanted portion 
of the truth. 

But yesterday, for once, 
there was unanimi ty. All the 
papers suggested that Presi- 
dent Boris Yeltsin had split 
with Boris Berezovsky, the 

influential b usinessman an d 

self-styled presidential 
adviser, who claimed a hand 
in last month's dismissal of 
Victor Chernomyrdin as 
prime minis ter. 

This could perhaps be seen 
as a further step in Mr Yelt- 
sin’s campaign to remove 
“politics” from, the business 
of government and end 
crony capitalism in Russia. 
Sergei Kiriyenko, Mr Yelt- 
sin's prime ministerial nomi- 
nee. has said he has already 
come under pressure from 
some of Russia's powerful 
magnates who have offered 
him their “help”. But the 35- 
year -old former energy min- 
ister vowed he would - as 
instructed by Mr Yeltsin - 
pursue an independent 
course in government if con- 
firmed in his post by parlia- 
ment. 

And. so far. Mr Kiriyenko 
appears to have been good to 
his word. He has resisted the 
overt pressure from big busi- 
ness to change the terms of 
the forthcoming privatisa- 
tion of Rosneft, the state- 
owned oil group. 
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Berezovsky Deft) and YeBsin. Berezovsky claimed hand hi ChemoraynKn's sacking Popperfctoffteutas 


Mr Berezovsky appears to 
have been conducting a 
rather unsub tie campaign to 
frustrate Mr Kiriyenko ’s can- 
didacy and have Ivan Ryb- 
kio. a deputy prime minister 
and former parliamentary 
speaker, installed in his 
place. Mr Berezovsky devel- 
oped a close relationship 
with Mr Rybkin when they 
worked together at the secu- 
rity council. 

Both the Kommersant and 
Komsomolskaya Pravda 
newspapers reported yester- 
day that Mr Yeltsin had 
strongly criticised Mr Bere- 
zovsky behind closed doors 
at an awards ceremony in 
the Kremlin on Monday. 

According to these news- 
paper reports, Mr Yeltsin 
had said he was so infuri- 
ated by Mr Berezovsky’s 
attempts to influence the for- 
mation of the new govern 
ment that he telephoned him 
directly and threatened to 
expel him from the country. 
Mr Yeltsin's wife. Naina, is 


also reported to have taken 
persona] offence at Mr Bere- 
zovsky's Haims to influence 
the president’s family. 

The rumours of a rift 
between Mr Yeltsin and Mr 
Berezovsky have perhaps 
been given additional ere-, 
dence by the stance adopted 
by Mr Berezovsky's own 
newspapers. These have con- 
tinued a steady attack on the 
president's derision to back 
Mr Kiriyenko - and on the 
president himself 

Nezavisimaya Gazeta, one 
of Mr Berezovsky's chief 
media outlets, said Mr Yelt- 
sin had achieved the rare 
feat of unifying Russia’s par- 
liamentary leaders against 
his administration and was 
doing great damage to the 
country's hopes of economic 
recovery. “Every day that 
there is no government to 
Russia costs the country a 
pretty penny," the newspa- 
per said. ‘The economy and 
finances of the country are 
practically paralysed 


because of the lack of a cabi- 
net of ministers.” 

Andrei Pkmtkovsky, direc- 
tor of Strategic Studies Cen- 
tre, a political research insti- 
tute. said it was 
understandable that Mr Yelt- 
sin was keen to extract him- 
self from Mr Berezovsky’s 
“ton-warm embrace”. 

“I think there is a real 
threat to Berezovsky 
because of his controversial 
reputation,” Mr Piontkovsky 
said. “His only power base in 
Russia is his link to Yelt- 
sin." 

But, as the Kommersant 
newspaper observed, it 
would be premature to write 
off Mr Berezovsky as a politi- 
cal force. The fort that Mr 
Yeltsin has so for only critic- 
ised Mr Berezovsky in pri- 
vate suggests the business 
magnate still wields consid- 
erable influence within the 
Kremlin, particularly with 
Tatyana Dyachenko, the 
president's daughter and 
adviser. 


Possibility of open 
vote in Duma 
on Kiriyenko 

Both sides raised the stakes 
yesterday in foe struggle 
between Russia's president and 
legislature over the nomination 
of Sergei Kiriyenko as prime 
minister, write* Charles Clover 
in Mos c ow. 

The Dwna, the lower house 
of parliament, yesterday passed 
a motion that coutd aHow an 
open ballot on the second vote 
on Mr Krivenko's nomination, 
scheduled for tomorrow. 

Last week the Duma rejected 
Mr Kkfyento's candidacy in a 
secret ballot But tomorrow, 
Immediately .prior to the 
dsdskm on Mr Kiriyento’s 
nomination, d eputes wfll vote - . 
by open baNot - on the manner 
c t voting on the nomination. . 

Open vottog means that 
opposition partes in the Duma 
win be more able to impose 
d isc ip li ne on their members not 
to approve Afr KWyento’s 
n omination. 

if the Duma refuses to 
approve s presidential nominee 
tor a cabinet post three Times, 
-the president has the right to 
cfissoJve the body. 

Sergei Shakhrai, president 
Yettsbi’s representative on 
Russia's constitutional court, 
threatened yepterriayfaat if the 
Duma was dt&aotved, an old 
election tew that favored 
poGtical parties would cease to 
function. 

This wotdd threaten the 
c h ances of the Duma's largest 
opposition parties, the 
Communists and the Liberal 
Democrats, tf elections were to 
beheld. 


French businesses eye lower UK costs 


By Andrew Jack In Paris 

The French government 
yesterday warned the 
nation's businesses against 
attempting to shift their 
hcadquartets to the UK or 
other countries in an effort 
to reduce their taxes and 
social security charges. 

Marline Aubry. the 
employment and solidarity 
minister, said that small 
business owners who were 
considering registering their 
companies in the UK were 


taking a “costly risk”. 

Both the ministry of eco- 
nomics. flwanrp am i indUS&y 
ami the ministry of employ- 
ment took the unusual step 
of issuing statements during 
the day spelling out the dan- 
gers of “delocalising”. 

The action came after a 
spate of French media 
reports in the last few days 
hi g hli ghtin g a trend by shop- 
keepers and other traders 
around the country who 
have acquired off-the-shelf 
companies in Birmingham 


and other cities as a way of 
reducing their social secu- 
rity charges. 

There have been a growing 
number of comparisons 
between the French eco- 
nomic model and that of the 
UK, which is experiencing 
higher economic growth and 
far lower unemployment. 

A number of French com- 
panies have relocated to the 
UK in the last few months 
amid much publicity, while 
launching campaigns com- 
plaining about the higher 


costs of doing business in 
France. The Confederation 
de Defense des Commercants 
et Artisans, a trade body, 
said yesterday that it had 
helped up to 300 businesses 
relocate their legal head- 
quarters to the UK over the 
last year to reduce charges, 
while operational activities 
remained in France. 

Its action comes In 
response to grow i ng concern 
over the treatment of small 
retailers, who it argues are 
forced to pay high social 


security contributions up 
front, with few benefits in 
exchang e and tough penal- 
ties for late payment 
The Conf&teration said 
retirement funds Into which 
its members have to pay 
were close to bankruptcy, 
and the average pension for 
a shopkeeper was just 
FFiiSOO ($463) a month. It 
estimated that by relocating 
its legal headquarters in the 
UK the average trader could 
save FFriOtMUO (S1&550) in 
charges each year. 


Car registrations in 
W Europe up 15.4% 
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By John Griffiths 

Europe's carmakers will 
meet later this mouth to con- 
sider revising upwards their 
1998 market forecast for 
western Europe after sales 
in March surged well above 
expectations for the third 
month in a row. 

Statistics from the Euro- 
pean Automobile Manufac- 
turers' Association (ACEA) 
yesterday showed new car 
registrations in the region 
jumped by 15.4 per cent, 
year-on-year, during March 
- led by rises of 252 per cent 
in Germany and 20.7 per 
cent in France. 

JSrg Schrfider, ACEA's 
director of trade and eco- 
nomics, said there were sev- 
eral distorting factors which 
served to exaggerate the 
upturn. 

The Easter holiday fell in 
March last year, so many 
dealers were open on fewer 
days than In the same 
month this year. German 
registrations were also 
boosted by car buyers rush- 
i tog to beat an increase to 
| value-added tax from 15 to 16 
per cent on April 1. 


“Nevertheless. with 
doubledigit increases occur- 
ring in eight of the region's 
17 markets, and clear rises 
in all but three of the rest, 
the overall trend ts undoubt- 
edly positive,” said Mr 
Schroder. 

ACEA's current forecast is 
far this year's market to rise 
by 1-2 pm- cent above last 
year’s 13.4m units. 

Traditionally, it has erred 
on the side of conservatism. 
Last year’s sales represented 
a 4.8 per cent increase over 
1996 - double ACEA's initial 
forecast. 

An increase of nearly 20 
per cent in the UK. currently 
the region's third largest 
market, is attributed solely 
to buoyant economic condi- 
tions. 

March's 1,433,500 reg- 
istrations also did not bene- 
fit from the sharp boost that 
sales had been receiving 
over previous months from 
scrappage incentives intro- 
duced by the Italian govern- 
ment 

Amendments to the 
scheme, re stri c ting it more 
specifically to cars with poor 
fuel ec on omy, were mainly 


responsible for Italy's regis- 
trations being only 2.7 per 
cent higher in March com- 
pared with the month 
a year ago. 

ACEA ofncials also say 
the market is being boomed 
by a rash of uew models 
entering the market simulta- 
neously. among thorn Gen- 
eral Motors' new Opel/Vaux- 
bafl Astra, Mercedes-Benz's 
A -Class small car and the 
Fiat group's European Car of 
the Year, the Alfa- Romeo 
156. 

Mercedes-Benz’s March 
registrations were up 42J2 
per cent in March and Alfe- 
Romeo’s by 49£ per cent. 

Korean carmakers, dearly 
intensif ying their efforts tO 
compensate for collapsed 
domestic markets with 
higher exports, achieved a 
45.4 per cent year-on-year 
rise in March. 

Japanese carmakers collec- 
tively lost ground, with Nis- 
san. which is trad- 
itionally the biggest- 
selling Japanese brand in 
western Europe, being over- 
taken by Toyota both in 
March and for the first quar- 
ter. 
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NEWS DIGEST 

SINGLE CURRE NCY ' ' 

Dutch threat raises stakes 
over Italian budget 

Gerrit Zatn, the Dutch finance mWster, y^ntey wanted 
parliament that his country might vote 
ship of the single Europeen currency st a European urton - 
heads of government meeting In May. 

-tfthe ttafan parffament 

proposals regarding its draft budget, the Netherianda wH vote 
against Italy's pactidpation In the euro," Mr Zabn toldpflria- 
ment during a debate on European economic ©id mooetaty 
unfon. 

The Italian government has received broad badongmia 
week from its political affles for a draft budget that is to be - 
publfefted formally tomorrow. - - 

But although an attempt wdtl be made to get thearaft bud- 
get - known in Italian government circles a s the &>&_- 
approved by a parliamentary conwnlssion beforatne EU sum- 
mit on May 2, there are stffl no firm guarantees that this wffl 
take place. James Bfitc, Rome 

GERMANY AND EMU ^ 

Bundesrat support expected 

The finance and European committees of the Bun desra t. Ger- 
many’s second chamber of pa/fianwnt, yesterday recom- 
mended that the chamber support Germany's participation In 
European economic and monetary union (Emu). 

The Bundesrat Is expected to back overwhelmingly Chan- 
cellor Helmut Kohl’s plan to sign up tor Emu in a vote bn April 
24. But the states Of Bavaria aid Saxony abst ained in yester- 
day's committee votes, because of the “weak formulation’’ of 
a statement on the high Indebtedness of countries such aa . 
Italy and Belgium. 

Bavaria said Its move was not aimed at blocking the euro, 
but at insuring the stabTity of the new currency. The Bundes- 
tag. or tower house, wfll hokd a similar vote on April 23, which 
is also regarded as a formality. _ 

The Bundesrat represents Germany's 16 federal states. Pro- 
vincial premiers such as Bavaria’s Etknund Stoiber and Saxo- 
ny’s Kirt Bfedenknpf had expressed reservations over ghteg 
up the sturdy D-Mark for the untested euro. . 

Germany is expected to support an Emu starting Enesf) of 
11 countries, but is pressing Italy and Belgiu m to mate bind- 
ing com mi t m ents to cut back borrowing. Reuters, Borer 


ROMAN IAN PO LmCS ^ 

Parliament backs cabinet 

Romania’s parflament gave overwhelming backing yesterday 
to a cabinet headed by Radu Vasfle, the country’s new prtne 
minister, and a p r ogramme of accelerated market reforms, 

A joint session of parliament's two chambers approved Mr 
Vasfle’s cabinet and Rs programme by 317 votes to 124. 

“I hope to remain prime minister until the year 2000, 
because there ts no room in our country ter early elections,” 
Mr Vasito tokl the assembly after the vote. 

The outcome of the ballot, shown five on television, ended 
months of turmoil within the centrist coalition which virtually 
halted refo rms intended to bridge the growing gap to Bring 
st an dard s with Romania’s ex-communist neighbours. 

Mr VasKe was appointed this month after his predecessor, 
Victor Qorbea, resigned in the face of demands from the - 
coalition's second largest party, the Social Democrat s , to 
make way for a mcre 'reformRnlnded successor. 

Mr Vasfle, who earfier told members they had a year to 
implement change, was due to leave today on a tour of cen- 
tred Romania. He officially takes over after his cabinet is sworn 
in by President Emil Constantin escu tomorrow. 

Reuters, Bucharest 


KURDISHCONFUCT 

Turkish operation kills 75 

Seventy-five people have been killed in a Turkish mlHtary 
operation against Kurdish rebels in the mountainous south- 
east of the country, mQitaiy officials said yesterday. They said 
64 Kurdistan Workers Party (PKK) rebels and 11 Turkish secu- 
rity force members were Wiled hi two days of dashes around 
Cudi Mountain, near the Iraqi border. 'This operation has 
dealt a heavy blow to the organisation. It will continue," one 
of the officials said. 

Turkish F-16 fighter jets took off from a military base nate” 
the regional capital of Diyarbaktr on bombing missions against 
rebels, witnesses said. Up to 20.000-troops were Involved in 
the operation along the length erf Turkey's border wtth Iraq, 
the officials said. Reuters, Diyarbakir, Turkey 


SWEDISH T E LECOMS 

Internet telephone service 

Some OXUJ00 telephone subscribers in Stockholm wifi from 
next month be able to make voice calls via the Internet as a 
result of a service unveiled yesterday by Gkjcainet, a privately 
owned Swedish Internet network company, and Stockholm 
Energi. the municipal power utility. 

The companies claimed the joint venture was the largest 
project of its kind in the world. Stockholm Telecom, a Gtocei- 
net stfoaieflary. said routing caBs via the internet could cut call 
charges by up to 50 percent. 

Rod Btsfrti, Stockholm Teteooms managing director, said 
that although the scheme would be confined InJtiafly to Stock- 
holm Energi customers, a nationwide service would be 
teunched in September. Stockholm Energi customers m be 
ottered the option of making International calls and caBs to 
cefluter phones via the internet instead of through existino ter- 
rastrial and mobile networks. 

Internet telephony is seen as a threat to the traditional busi- 

neesoftarge established telecoms operators. Although voice 
^° ref ^ ^ a traditional phone Bnk. 
swttcteng calls through excess internet capacity normally 
reserved far data traffic can si g n i ficantly reduce tariffs far 
users. Greg Meteor, Stockholm 


SPANISH INFLATI ON 

Consumer prices stable 

An ex pected rise In Spanish inflationary pressures faBed to 
materialise last month, wtth no 

that pnees showed no increase overall In the first quarter of 
the year. The 12 -month head [foe rate was the sameastha 
previous month at 15 per cent 
However, Cristobal Montoro, state secretary for the econ- 
onpr, warned that a “sfight resurgence" was stffl expected in 

the coming weeks. He was opftrfstic that the target of 2.1 

pe* (rent for the year, against 2J1 per cent In 1097, could be 
met but would require moderation fa wage demands. 
Underiyfng inflation, omitting volatile fresh food and energy 

Prices, dropped to 2.1 per cent fa the 12 months to March 

tron 22 per cent in February. 

Tradetailons and employers’ organfaaHonscafledforafur- 
kterast rata cut, but analysts expected the Bark of Spafa 
to mafatam Its cautious stance and wait untfl after the Bao- 

pean Union summit in May. David White, Madrid 
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^^Krt^Awtenso n n Prague 

The Czech lower house of 
Wriiament yesterday ratified 
me country's membership of 
Nato despite doubts about 
both the public's enthusiasm 
fm Joining and the readiness 
of the armed forces, -i . 

, T^e vote was carried by 
1&4 to 38 in the 200-seat 
chamber, with opposition 
confined largely to extreme 
nghtwing republicans, who 
are vehemently anti-Ger- 
man, and the Communist 
party. 

The opposition Social 
Democrats, who are leading 
in opinion polls, hart pushed 
for the vote to be deferred 
until a referendum could be 
called. Almost all their depu- 
ties supported the vote 
though the party has reser- 
vations about the stationing 
of foreign troops or nuclear 
weapons on Czech territory. 

The Social Democrats 
argued that a referendum 
would raise awareness of the 
issues and increase public 
support. This is lower than 
in Poland and in Hungary, 
with opinion polls showing 
just over half in favour with 
a quarter opposed. This 
reflects the country's recent 
weak military tradition, and 
a suspicion of militar y agree- 
ments that in the past have 
been imposed.. 



Vaclav Haval, the Czech president; in 1B86. He was in “supiMirtr 
good condKon* yest e r da y after an emergency three on d-a-hatf 
hour stomach ope r ation In an Austrian hospital on Tuesday. Reuters 

Hopes slim 


on Karabakh 


By Sefina WSSaras in Yerevan 

Robert Kocharyan’s 
inauguration last week as 
Arm enian president does not 
bode wen Tor a peace deal 
this year in the troubled 
regidn of Nagorno-Karabakh, 

say poStics! observers. ^ 

As prime minister, Sir 
Kocharyan, a forms - presi- 
dent of Nagorno-Karabakh, 
last year rejected a frame- 
work ' for a settlement 
between Armenia and Azer- 
baijan, which have fought a 
six-year war -for control of 
the territory. A continued 
lack of progress on negotia- 
tions will endanger the frag- 
ile stability of the sensitive 
Transcaucasus region. It 
would particularly affect 
Azerbaijan, where western 
oil companies have pledged 
hiitinnB of dollars of invest- 
ment in Caspian sea oil 
fields. 

Mr Kocharyan’s rejection 
• of the Organisation for Secu- 
rity and Co-operation in 
Europe’s proposals helped to 
bring down Levon Ter-Pe- 
trossian, the president, and 
bis government in February. 

“Robert Kocharyan has a 
strong position on 
Nagorno-Karabakh which 
he’s been quite plain about 
and it’s going to make the 
negotiation process very dif- 
ficult," said a western diplo- 
mat in Yerevan. “Fo r the 
foreseeable future the pros- 
pects for an agreement are 

close to nil." the diplomat 
said. 

The US, which has eansftt- 
erable political and eco- 
nomic interests in Karabakh, 
has been pushing for a politi- 
cal settlement in the region 
since 1993. Strobe Talbott, 
deputy US secretary of state, 
told a Senate subcommittee 
last month that the USwould 
continue to work with states 
in the Caucasus to “thwart 
the growth of Iran’s influ- 
ence in the region". Iran, 
now Armenia’s second larg- 
est trading partner after 
Russia^ has been the main 
beneficiary of the unresolved 
mnflirf- Closed borders with 
Turkey and Azerbaijan have 
left Armenia with little 
choice for trade. Armenia 
has also been unable to ben- 
efit from the Caspian Sea oil 
boom and future pipeline 

Armenia' has been kept 
afloat with around $lbn in 
US aid since it gained its 




independence in 1991, mak- 
ing it the third largest racipi- 
ehtof US aid Israel and 
Bosnia. Ur Talbott talked 
recently, of a ^single strat- 
egy" of aid-and trade in the 
Caucasus region to promote 
and encourage economic 
reforms and' the develop- 
ment of social and political 

institutions which would 
strengthen the rule of law 
and civil society. ‘ 

But some analysts doubt 
whether Mr Kocharyan wxQ 
fdlfil these aspirations. They 

- say- that heis too reliant cm 
Vazgen ■ Sarkisyan, the 
nationalist defence minister, 

- leaving hint little room to 

- manoeuvre in peace talks. 
**The defence minister is one 
of the strongest .people in 
Armenia,” says political ana- 
lyst Boris Navasardyan. 

. “As. long as Kocharyan 
thinks he has support from 
civic in stit u tion s hell try to 

-lead the country towards 

- normal democratic develop- 
ment But if he doesn't feel 
that support, he'll be 
tempted to rely on the 
defence minis ter and use 
force." 

Armenia's strong presi- 
dency and weak civic insti- 
tutions mean there are few 
checks of the president's 
power. And the parliament, i 
a body with little power . 
under the current constitu- 1 
tion, does not have much i 
authority. 

1 Concerns about Armenia’s 
c ommi tment to democracy 
have been amplified by an 
election report from the ( 

■ OSCE, which noted that ; 
observers had seen “ballot 
box stuffing, discrepancies 
in the : vote count . . and 
instances of intimidation 
directed towards voters, elec- 
tion commis sion members 
and candidat e proxies." The 
report concluded ; that the 
el ec ti ons did not meet the 
OSCE standards which 
Armenia had committed 
itself to meek 

An immediate settlement 
In Nagorno-Karabakh looks 
remote in the aftermath of 
the election: of Mr Kochar- 
yan. Although Azeri Presi- 
dent Heydar Aliyev says he 
is ready for talks with the 
new government, .the 75- 
year-old former politburo 
member Is up for re-election 
the autumn and is unlikely 
to make any significant com- 
promises . on- Karabakh 
before the poK 


Panic-buying empties shelves as Serbs 
guard against further western sanctions 

But increased economic hardship caused by US-driven attempts to isolate Belgrade 
may play into the hands of Milosevic and the nationalists, reports Guy Dinmore 


Serbia: Ihe cost of baying 
Working ham required to ffflbrt a product 



Although the government 
si g n ifi cantly increased, the 
defence budget tills year 
planned large increases, for 
the next two years, there -is 
little room for investment in 
equipment and training. 

The army has halved in 
size since 1993 to around 
65,000, and the salaries are 
failing to attract quality 
. troops. 

The government has sa id 
it intends to spend about 

SLSbn on 36 supersonic jets 
to replace its ageing MiG-218. 
Little consideration has yet 
been given to how this mas- 
sive investment will be 
funded and there is a dang er 
it will eat into other spend- i 
ing areas. 

However, the army per- 
formed well in the Gulf war 
and in the former Yugo- , 
s la via. Jaromir Novotny, 
deputy defence minister, 
said the Czech Republic 
would at first be able to pro- 
vide two brigades to Nato, 
one of which would be 
designed for rapid response. 

He added: “We expect to 
be frilly compatible with 
Nato in 15 years". 

The Czech Senate win con- 
sider Nato accession within 
a month. Once all the 
invited countries and Naip 
members have approved, the 
Czech Republic should join 
in the first half of next year. I 


I n the topsy-turvy world of 
Serbia one can learn from 
the official statistics 
bureau that it takes pre- 
cisely U days and four hours 
for the average worker to 
earn enough to buy a pair of 
“women's boots, glued, box 
calf, hoed, kneehigh”. 

But when it comes to 
information about the most 
discussed topic on the 
streets of Belgrade - the 
shortage of rrriTk - then offi- 
cial silence prevails. 

*Tm forbidden to talk to 
yon about it," replied the 
manager of a state-run 
supermarket when asked if 
she had received any deliv- 
eries that day. 

But the hare shelves told 
their own story. Although 
Serbia is blessed with same 
of Europe’s richest agricul- 
tural land, shops are short of 
milk, flour, cooking cril and 
sugar — all commodities with 
prices by the state. 

Sanja Heraldic, who runs 
a 24-hour, privately owned 
grocery store, has none of 
tiie reticence of her state- 
employed counterpart. She 
says suppliers are cutting 
deliveries to retailers until 
the government eventually 
raises prices in n™ with this 
month's 45 per cent devalua- 
tion of the dinar. 


At the same time, shop- 
pers are stocking up in 
panic, fearfol of harder times 
to come because of the 
threat of further sanctions 
hanging over Serbia in 
response to Its offensive 
against ethnic Albanian sep- 
aratists in Kosovo province. 

Teople remember what it 
was 11^ muter sanctions and 
they are spending then last 
dinars and storing food.” 
explains Mrs Herendic. 
“They fear more sanctions.” 

Government ministers 
have added to the air of 
uncertainty. Milorad Mis- 
kovic, minister for internal 
trade, says the authorities 
are Int e rven ing to calm the 
“consumer fever" by sprung 
official stocks of basic food- 
stuffs and detergents. “There 
will not be shortages of 
bread,” he promised. 

But the federal develop- 
ment minister, Jagos Zele- 
novlc, says the cost of bread, 
milk, postal services and 
train, tickets will have to 
rise, while state workers can 
expect no corresponding 
increase in their wages. 

Public spending is already 
over 55 per cent of gross 
domestic product, while the 
average monthly wage is 
less than $90. 

The government faces a 


chronic cash-crunch. The 
Institute for Market 
Research says over 25,00 0 
companies are effectively 
bankrupt. Serbia’s stuttering 
economic output is at barely 
half the level of a decade 
ago, crippled by old socialist' 
style policies and starved of 
outside credits because of US 
sanctions imposed during 
the break-up of farmer Yugo- 
slavia. Independent econo- 
mists dispute government 
figures, according to which 
the economy grew by 7 A per 
cent last year. 

Even the usually pro-gov- 
ernment Labour Union has 
wnrned that the drop in real 
wages caused by the devalu- 
ation will lead to a social 
revolt. Economists believe 
the Socialist-led government 
of President Slobodan Milos- 
evic has decided to persist 
on its collision course with 
the international commu- 
nity. They believe the dinar 
was devalued beyond the 
prevailing hlack market rate 
in a desperate bid to suck 
foreign currency into the 
official banking system 
before further sanctions. 

Danica Popovic, a profes- 
sor at the Belgrade School of 
Economics, says without 
real market reforms such as 
long promised trade liberal- 


isation. devaluation “Is like 
putting out a fire with a 
glass of water". The govern- 
ment will only be able to 
hold the new rate of six 
dinars to DMl with a restric- 
tive monetary policy. 

Western governments 
have already suspended all 
official credits to Serbia - a 
largely symbolic move - in 
response to its crackdown in 
Kosovo last month, in which 
over 80 people were killed. 
The UN has imposed an 
arms embargo. The Contact 
Group - the US, Russia and 
four main European powers 
- will meet again at the end 
of April to decide its next 
move, possibly the freezing 
of Serbian and Yugoslav gov- 
ernment funds held abroad. 
Anticipating this, the central 
bank has instructed state- 
run banks to move assets 
bad: to federal Yugoslavia. 

Mr Milosevic shows no 
sign of meeting the 
Contact Group demands - 
the withdrawal from Kosovo 
of his special police forces 
and acceptance of a foreign 
role in talks yet to begin 
with the ethnic Albanian 
leadership. Instead he has 
called for a referendum 
throughout Serbia on April 
23 on outside involvement in 
dialogue on Kosovo. With 
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almost mythical status 
attached to Kosovo as the 
cradle of the first Serbian 
kingdom seven centuries 
ago, Mr Milosevic can count 
on a resounding “no". 

Foreign investors eyeing 
Europe's last major and 
untapped market have 
greeted recent developments 
with alarm. Their fears were 
confirmed last week when 
Danko Djunic, deputy prime 
minister and the leading 
reformist in the federal gov- 
ernment. resigned out of 
frustration with his hardline 
opponents. “It’s clear now 
that this government will 


not do anything in terms of 
reform. In a few months they 
may sell something off to get 
cash but nothing more. It is 
a big disappointment," said 
Jerome Booth, head of mar- 
ket research at ANZ Invest- 
ment Bank in London. 

Some European diplomats 
opposed to the US-driven 
efforts to isolate Belgrade 
further say sanctions only 
play into the bands of Mr 
Milosevic. The west will 
once again be blamed by a 
fiercely nationalist Serbian 
electorate for their economic 
hardship, rather than the 
ruling Socialists. 


ADVERTISEMENT 


The coming revolution in Japanese 
health care management 

Hogy Medical prepared 

Hogy is a leader in providing innovative products that both assist in management 
rationalisation at hospitals and provide increased safety and convenience for the 
meddeedstaff andfor the patients. It is the leading supplier of disposable medical non- 
wovenfabric products in Japan. Currently, the world of Japanese medicine is facing 
a revolution in management practices. Harris positioning tisey' to take advantage^ 

the situation. Hogy should be able to maintain its reputation as the higb-growth 
player in the Jielaof Japanese medical supplies. 



Supplying hospitals 
with the right products 

Hogy’s reputation is based on 
its record of strong and consis- 
tent growth. It all began in 
1955 when Masao Hold started 
a business supplying electro- 
cardiogram recording paper to 
hospitals and clinics. In 1961, 
the business was incorporated 
as Hogy Medical 

Hogy bas maintain ed a 
near-unblemished record of 
consistent turnover and profits 
growth over the years. The 
trick behind this record of 
growth has been the develop- 
ment of original medical sup- 
ply products which meet the 
needs of the hospitals. For 
example the special hags, 
“Mekkin Bag,” used in the ster- 
ilisation and storage of surgi- 
cal instruments were first 
launched in 1964 and now 
have a market share of 80%. 
The special non-woven fabric, 
“SontaraV used in surgical 
gowns and drapes was first 
launched in 1982 and has a 
market share of 70%. 

•• Sontara® is the key product 
for Hogy and accounts for 60% 
of turn over-- it is a Du Font 


management objectives. By 
. achieving these objectives for 
our customers, we achieve 
business results growth for 
ourselves. It is all very simple 
and a well appreciated fact for 
all the stakeholders in the 
company.” 

In-house production 
capability 

“A basic point for long term 
management in Japan is the 
demographic trend. It, and 
therefore the supply of labour 
onto the market, is the one rea- 
sonably predictable function in 
the equation of management 
variables. Over 10 years the 
working population will 
decline by lm and over 20 
years by 8m. Coping with this 
situation is a vital deciding fac- 
tor for the future of our com- 
pany." 

Based on this management 
view, Hogy is characterised by 
the automation of all domestic 
operations wherever possible, 
and the transfer of all labour 
intensive operations overseas 
wherever possible. 

For example, on the Tsukut- 
ba Industrial Estate HUJbn was 



Tsaknba SteriHzfttim Center and DbtribufioQ Center 


product but Hogy has devel- 
oped a novel treatment process 
to improve the pliability and 
water repellant characteristics. 
The fabric is an effective barri- 
er to pathogens found in the 
hospital setting - such as the 
MRSA, B + C hepatitis, and HIV 
pathogens. Being disposable, 
there is enormous staff ratio- 
nalisation. 

The President, Masao Hoki, 
says, “As a company supplying 
hospitals, the key duty is the 
.assured safety and assured 
availability of all the products 
in our catalogue. -That is the 
way that we build the trust of 
our customers - assured safety 
and assured availability are the 


invested in an automated ster- 
ilisation plant and an adjoining 
automated logistics centre so 
that sterilised instruments may 
be manipulated automatically 
case by case. 

'■ The logistics centre can 
handle 20,000 case movements 
a day with only 5 staff when 
normally 160 staff would be 
required. The all-in savings of 
having a fully automated logis- 
tics centre with integrated 
warehousing and shipment 
facilities have been calculated 
at¥6J5bn over 10 years. 

On die other hand, labour 
intensive operations have been 
transferred overseas: notably 
to Indonesia where ¥l-9bn has 


been invested in Hogy Indone- 
sia. There are 600 employees 
in a plant covering 55,000m 2 . It 
is one of Asia’s largest non- 
woven fabric plants and 
processes the raw fabric Into 
saleable product The plant 
maintains its accounts entirely 
in US dollars and has managed 
to avoid being affected by the 
much-publicised crisis. 

NHI system revolution 

Apart from demographics, 
another important manage- 
ment issue in the President’s 
min d is a massive change, a 
revolution, in the Japanese 
National Health Insurance 
(NHI) system. The bad demo- 
graphics of Japan are causing 
health care costs to rise strong- 
ly and have a negative impact 
on the NHI system finances. 
Already changes have been 
made within the existing sys- 
tem and (he portion borne by 
the patient was raised substan- 
tially last year. Something even 
more radical is required. “Most 
probably Japan's NHI system 
will move from the principle of 
re-imbursing all allowable 
charges incurred in treatment 
to the principle of paying a 
fixed amount for a prescribed 
diagnosis. That is the US so- 
called diagnosis related 
group /prospective payment 
system or DRG/PPS for short." 

An average hospital stay in 
the US is &8 days, but 33.5 days 
in Japan on the basis of the 
most up-to-date statistics for 
general hospitals (1996). Not 
surprisingly, the Ministry of 
Health is looking into DRG/PPS 
at present “We have to be 
ready for the introduction of 
DRG/PPS in about five years' 
tune.” 

DRG/PPS in the US has had 
the clear effect of braking the 
growth in health care costs, 
shortening the average hospi- 
tal stay, and reducing the num- 
ber of hospital beds. Medical 
treatment becomes directed 
towards the most appropriate 
treatment regime for the 
patient, the cutting of all waste- 
ful procedures, and the ratio- 
nalisation of the entire 
treatment process. 

“Hospitals become focused 
on their bottom line and are 
forced to shorten the treatment 
period and reduce the number 



Masao Hoki, President and CEO 


of beds maintained. The cur- 
rent tendency is to have oper- 
ating theatres inefficiently 
used and large numbers of 
patients queued up in bed. 
That must change. Operating 
theatres should see better 
through-puts. Hospitals will 
need disposable medical sup- 
plies all pre-arranged in stan- 
dard kits.” Id fact that trend is 
already apparent at those hos- 
pitals whidi are geared to high 
operating theatre through- 
puts. 

DrFujioka, responsible for 
the operating theatre manage- 
ment of the Nagaoka Red Cross 
Hospital, says, “In clinical 
treatments and in surgical 
operations, we try to rely on 
disposable supplies to the 
absolute m aximum. What we 
need is tbe right instrument 
sterilised and available in a 
pack or even better a pre- 
arranged set of instruments for 
a procedure in a tray as a kiL 
The kil makes three contribu- 
tions in the demanding operat- 
ing theatre environment a 
reduction in the work load, a 
reduction in the volume of 
sterilisation necessary, and the 
capability to respond more eas- 
ily to major disasters." 

Kit medical supplies 

The impact on hospital effi- 
ciency of moving to a frilly pre- 
arranged kit approach for all 
clinical and surgical proce- 
dures is massive. Hogy sees 
this as a major business devel- 
opment The main business 
line of non-woven fabric prod- 
ucts becomes just an element 
in a kit In an ideal worid, Hogy 
would be able to source all the 
medical supplies, for all 
required kits, and in all Lhe 
myriad combinations of their 
component parts. That is 
patently impossible. 

Kits mean that Hogy must 
source extensively from out- 
side, if it wants to remain a 
leading force in the hospital 
supplies market. This means 
relying on a mix of outsourc- 
ing relationships and corporate 
alliance relationships, if access 
to top-rated supplies is to be 


won and the Kit Project is to 
takeoff. 

Hogy has already started to 
approach the manufacturers of 
top-raied medical supplies and 
gained the agreement of a 
number of them to co-operate 
in tbe kit market: the omens 
are good. 

However, the complica- 
tions are substantial given the 
number of component parts to 
each kit and the vast number 
of combinations required. “We 
have spent some two years 
study in the Kit Project so far 
and there has been great 
reliance on learning the expe- 
rience in the US. We are now 
in a position Lo make detailed 
planning of Lhe new type of 
facilities which are going to be 
required. The timing is to have 
the kit facilities up and running 
to meet the switch of the NHI 
system to DRG/PPS." 

Shareholder value 

According lo the Hogy man- 
agement maxim, the stake- 
holders in the company are the 
enstomers, the shareholders 
and the employees. Sharehold- 
er value is not forgotten. 
Because of the necessity of 
building a strong balance sheet 
for high levels of capital expen- 
diture. there has recently been 
a fiat trend in the dividend 
paid. “Quite frankly, I bad 
thought that when we could be 
sure of 10% pa plus profits 
growth, we should start a pro- 
gramme of bonus share 
issues.” 

However, such a pro- 
gramme in the poor equity 
market of today could intro- 
duce a problem of a stagnant 
share price. “It is now the time 
lo start thinking about a more 
rationai approach to share- 
holder value: EPS growth. The 
depreciation burden or the 
capex timetable will peak in 
the year lo March 1999. so I 
Hunk that setting a target of an 
EPS of Y200 in five years' time 
is quite reasonable.” 
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IMF/WORLD BANK SPRING MEETING TEST OF COUNTRIES' SOUNDNESS URGED 


Call for mandate on financial standards 


By Robert CtntB, Economics 

Editor, Jo Washington 

The International Monetary 
Fund should be given a stat- 
utory mandate to ensure 
that the financial systems of 
its member countries meet 
new international standards, 
according to the chairman of 
its key ministerial commit- 
tee. 

Philippe Maystadt, Bel- 
gium's deputy prime minis- 
ter. will tell the IMF's 
''interim" committee today 
that the organisation's 
articles of agreement should 
iTvlmte a clause enshrining 
each member's commitment 



to collaborate with the Fund 
in strengthening its flnanr-iai 
system. He conceded that 
some countries would see 
the Idea as Interesting, but 

perhaps premature". 

The Fund would have a 
mandate to promote interna- 
tional standards of financial 
sector soundness and to 
assess whether countries 
meet thpm 

“This extension would 


allow the Fund to play a 
more pro-active role to 
encourage its member coun- 
tries to meet the precondi- 
tions for a successful orderly 
liberalisation of capital 
movements." Mr Maystadt 
said. The Fund is already 
drawing up new articles to 
give it Jurisdiction over capi- 
tal movements and controls. 

The committee is also 
likely to discuss a proposal 
that authorities in major 
financial cadres should con- 
sider consigning access to 
their markets to banks from 
countries with a supervisory 
regime that meets Interna- 
tional standards. This idea 


has been revived by Robert 
Rubin, the US treasury sec- 
retary. 

Under Mr Maystadt* s pro- 
posal, the Fund would have 
the authority “not only to 
prohibit members from rein- 
troducing restrictions Ton 
capital flows], but also to 
ensure that strengthening of 
the financial sector and capi- 
tal account liberalisation 
proceed in a coherent and 
mutually reinforcing way". 

Mr Maystadt believes that 
final decisions on the 
articles, and other measures 
to strengthen the interna- 
tional financial system, will 
take some time to reach. But 


World Bank sees improved results but 
morale among staff remains a problem ’ 


The ‘strategic compact' has lifted quality, 
but there are concerns over increased 
work pressures, Robert Chote writes 


W hen James Wolfen- 
sofan updates finance 
and development min- 
isters on his $250m reorgani- 
sation of the World Bank 
tomorrow, he will give them 
both good news and bad. 

The good news Is that the 
quality and quantity of the 
hank 's lending is improving; 
the bad news is that its staff 
are still unhappy. 

Mr Wolfensohn will tell 
the development committee 
that after only a year the 
so-called “strategic compact" 
is already delivering results. 

Even excluding the fgbn 
emergency loan to South 
Korea, the bank’s lending 
commitments reached a new 
high of $&8bn In the first 
half of fiscal 1998. During the 
current fiscal year as a 
whole, the hank expects to 
deliver more than 365 pro- 
jects with a lending volume 
of $2Tbn-$24bn_ 

Officials are quick to 
stress that they have not 
returned to the bad old days, 
when the success or feflure 
of the institution, and the 
staff within it was measured 
by the amount of money 
they shovelled out 
In part the extra l ending 


reflects big adjustment loans 
In Russia and Thailand. 

“But the overall increase 
in lending may also reflect 
the bank's improved respon- 
siveness to clients as well as 
client demand factors - both 
influenced by the work of 
staff and country directors, 
many of whom are now 
located in the field," bank 
staff concluded in a p rogress 
report on the compact 

The bank's various mea- 
sures of project quality are 
also showing improvements. 
The number of projects 
found, satisfactory or of bet- 
ter quality at entry bas 
risen, while the number of 
problem projects has 
dropped. 

The time taken for pro- 
jects to be approved by the 
bank board has also been 
reduced, while management 
is responding to problem 
projects more quickly. 

A Gallup survey carried 
out in 30 developing coun- 
tries found three-quarters of 
respondents satisfied that 
the b ank was addressing 
their poverty reduction 
needs adequately. 

A survey of 10 countries in 
Africa, where the teething 


problems of the compact 
were most severe, found cli- 
ents pleased with the bank's 
technical skills and policy 
advice. 

But they also felt it should 
tailor knowledge better to 
country needs, that it should 
give more authority to local 
offices, and that it should 
streamline “overly corporate 


“This trend in our opera- 
tional results suggests that 
the benefits of the change 
and renewal initiatives 
under the compact are begin- 
ning to feed through where 
they rnatipr most to our cli- 
ents," the progress report 
concluded. 

The outcome was cheer- 
ing, given fears raised six 
months ago when the Africa 
department found its role as 
guinea pig for the restructur- 
ing an uncomfortable one. 

Leading to some of the 
neediest clients dropped as 
the department struggled 
with reorganisation, but it 
has now recovered; other 
departments seem to have 
avoided similar problems. 

Senior management are 
pleased and relieved that the 
compact is delivering results 
with greater cost effective- 
ness. But there are also fears 
that it reflects an overload- 
ing of staff, contributing to a 
slump in morale that senior 


he wants to set a deadline 
for agreement by the time of 
the IMF's annual meeting in 
Prague in 2000. “This would 
be a way to make sure that 
-the international community 
would ento- the next century 
with an Institutional system 
as modem as today's mar- 
ket,” he said. 

The Interim committee 
will discuss proposals to 
extend the scope of the “care 
principles" of banking sys- 
tem soundness developed by 
the Basle committee, for 
example into accounting and 
disclosure requirements. 
Officials are keen that the 
Fond should stick to polic- 


Worfd Banklemfiag 

star...:'--. ^ 


mg the standards and that 
devising extensions to them 
should be left to the 
Basle committee and other 
groups. 

Meanwhile James Wolfen- 
sohn, the World Bank presi- 
dent. is hoping to inject new 
urgency into the search for 
ways to boost the develop- 
ment organisation's, falling 
income. Ibis involves politi- 
cally contentious discussion 
of the amount middle 
income countries pay to bor- 
row from the bank. 

■ Mr Wolfensohn wants to 
have proposals on the table 
within three months. 


managers know they will 
have to reverse. 

“If we needed fhrtber evi- 
dence that we still have a 
very long way to go. the 
recent staff survey provided 
it," the progress report 
argued- “Work pressures and 
stress: staff working flat oat, 
perhaps at an uns ustai nable 
level; concerns about inter- 
nal co-ordination and team- 
work; lack of trust in person- 
nel policies and promotion 
practices, and lack of confi- 
dence in manag p mimt. " 

Compared with the previ- 
ous survey in 1893. the big- 
gest change has been a dete- 
rioration in the staffs 
perceptions of. and trust in, 
senior managawwit 

“The biggest problem in 
this institution has always 
been management and I see 
no sign that this has 
changed,” said a worker in 
nnp of riip bank’s less glam- 
orous departments. 

In part, this lack of trust 
in senior management is 
simply an wtpr «ggion of thp 
continued nervousness 
many bank staff feel about 
their job security. 

The redundancy pro- 
gramme that accompanies 
the compact, which will see 
500-700 people depart from a 
10,000 staff total, still has 
some way to go. Senior man- 
agers know that many 



people are feeling insecure 
without good reason, but the 
formality of the redundancy 
process makes It hard to put 
people's minds at rest 

Job insecurity means that 
staff are also observing to 
the letter the time-coos um- 
ing Internal market proce- 
dures through which 
people's services are in effect 
bought and sold within the 
organisation. “In the bank 
we have a unique ability to 
make the simple compli- 
cated," says one department 
head. 

Bnt the optimists argue 
that the complexities of 
“matrix management", in 
which the bank is organised 
by both fanctian and client 
rather than with a single 
hierarchy, is essential. 

They expect the internal 
market to operate mnch 
more smoothly once the 
redundancies of the next 
few months are completed 
and the remaining staff 
feel under less pressure 


to watch their backs. 

Perhaps rashly, Mr Wol- 
fensohn challenged observ- 
ers at the bank’s annual 
meeting in Hong Kong last 
September to return in a 
year and witness a turn- 
around in the staff’s mood. 

But at a recent meeting 
with chief executives from 
the private sector, he was 
told that morale could take 
three or four years to 
recover, judging by the expe- 
riences of big corporations. 

. in the longer term, morale 
must be improved if the 
World Rank is to deliver of 
its best. “If we are not 
happy, how can we make 
our clients happy?” argues 
one staff member. 

But in the short term, the 
hank's shareholders seem 
less worried. As one execu- 
tive director puts it “In an 
ideal world, we would have a 
happy staff and good results. 
But if we can only have one 
of these, I would rather have 
the good results". 




as he 
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The hearing which began 
yesterday involving P-W. 
Botha, tire- former- South 
African president who ran 
the country in the- dying 
days of apartheid, isthelat- 
est of many, signs that black 
and white .South Africans 

still find it hard to live 
together in peace. 

Mr 'Botha*. '83, was in typi- 
cally stubborn mood' when 
he spoke to Journalists at the 
court in George, Western 
Cape. “Even If they destroy 
me. they cannot destroy my 
soul my convictions." be 
said. 

The former president and 
National party leader is 
charged with defying a sub- 
poena to appear before the 
Truth and Reconciliation 
Commission (TRC) examin- 
ing human rights abuses by 
all sides before the election 
that ended white minority 
role four years ago. He feces 
the possibility of two years 
in jail or a fine. 

Mr Botha says he bas ful- 
filled ah agreement to make 
a written submission to the 
TRC. In court yesterday, 
Paul van Zyl TRC executive 
secretary, said the commis- 
sion wanted to interview Mr 
Botha in person after seeing 
minutes of the old State' 
Security Council. 

The council, headed by Mr 
Botha, may have authorised 
the kilting of government 
opponents, and other gross 
human rights violations, Mr 
van Zyl said. 

Mr Botha, who rejected a 
compromise proposal from 
the TRC that wonld have 
kept him out of- court y co te r- 
day, has complained the 
TRC is conducting a “witch- 
hunt” against white Afrika- 
ners such as himself. His 
trial has become a rallying 
point for rightwing whites 
opposed to the African 
National Congress-led gov- 
ernment elected in 1994. 

Many bladk South Afri- 
cans complain Mr Botha and 
his colleagues are getting off 


lightly. Newspaper colum- 
nists white South 

Africans for refusing to 
abandon racism, and accuse 
President .Nelson Mandela of 
h«fng too conciliatory. 

Emotio ns boiled over this 
week when a white fanner 
was of shooting a 

six-month-old baby being 
rani ad across his plot by her 
cousin. Black. . leaders 
expressed outrage, and Mr 
Mariitefa. visiting the griev- 
ing family , lamented the fact 
that such a fatality had 
occurred “four years Into 
democracy". 

‘ Rightwing whites 
suggested It was understand- 
able for farmers to be ner- 
vous about trespassers 
because, they claimed, the 
government had done noth- 
ing to stop numerous attacks 
on fanners. The Conserva- 
tive party accused Mr Mand- 
ela of racism. “He is as silent 
as the grave when one white 
after the other is being mur- 
dered on Sooth African 
farms," it said. 

Several other disputes 
with racial overtones have 
erupted recently. General 
Georg Meeting, chief of the 
South African National 
Defence Force, resigned over 
allegations that rightwing 
whites ‘in military intelli- 
gence had tried to destabilise 
the gove rn ment by concoct- 
ing a bogus report about a 
left-wing coup plot. 

: The government is . also at 
loggerheads with the South 
African Rugby Football 
Union, which stands accused 
of failing to promote black 
players and resisting an 
investigation Into its affairs. 
Fighting has occurred 
between blacks and whites 
in Vryburg, west of Johan- 
nesburg, over difficulties of 
racial integration at the 
local schooL 

Archbishop Desmond 
Tutu, TRC chairman, 
expressed regret over Mr 
Botha's refusal to participate 
in the commissions hearing s 
“Ultimately, it is a process 
where we want to have have 
healing." he said- 


Compagnie Bancaire 

(incorporated with limited liability 38 a soci&A anonyme a directotre et conseil tie surveillance 
under French law, having the status ofa hank) 

Share capital of FRF 3,170,549,600 

Registered office: 5 avenue Kleber, 75116 Paris 

Company number 592 052 070 RCS Paris 

(the “Issuer") 

Notice of Adjourned Meeting of the Holders of 
Yen 10,000,000,000 

5.3 per cent. Bonds due 1999 

(the “Bonds”) 

IS1N Code GB 0042122217 
on April 27, 1998 

NOTICE IS HEREBY GIVEN that a Meeting of the bondholders of the above mentioned issue 
convened by the Issuer on April 14, 1998 at 10.00 ajn. (Paris Time) by Notice dated March 20, 1998 
published in the Financial limes and in the Luxembourg Wort on that date was adjourned through lack 
ofa quorum. Such adjourned meeting (hereafter referred to as the “Adjourned Meeting") will be held at 
the registered office of the Issuer on April 27, 1998, at 10.00 ajn. (Paris Time) for the purpose of 
considering and, if thought fit, passing the following Extraordinary Resolution: 

THAT, in accordance with the provisions of the terms and conditions of the Bonds, the merger of 
Compagnie Bancaire with Banque Paribas, a company incorporated with limited liability as a sociiti 
anonyme a dirvetoire ct conseil de surveillance under French law, having the status of a bank, be 
approved. The merger will be carried out as a yusion-absorpHon "under French law. The merger will be 
carried out in order to incorporate the various activities of the Paribas Group into a single structure. The 
merger will take place in mid-May 1998 with retroactive effect to January 1, 1998. Once the merger has 
taken effect, Banque Paribas will change its name to Paribas. 

Voting, Quorum and Further Details 

1. A holder of one or more Bonds of the above mentioned issue, washing to attend and vote at 
the Adjourned Meeting may deposit his Notes with the Fiscal Agent or with a Paying Agent at 
its specified office set out below or such Bonds may be held, to the satisfaction of the Fiscal Agent 
or such Paying Agent, to its order by Cedel Bank, society anonyme or Morgan Guaranty 
TVust Company of New York, Brussels office, as operator of the Eurodear System, for the purpose 
of obtaining a voting certificate, appointing proxies or giving voting instructions in respect of 
the Adjourned Meeting until 48 hours before the time fixed for the Adjourned Meeting but 
not thereafter. 

2. Voting certificates issued and voting instructions given and the appointment of proxies made 
pursuant thereto for the Adjourned Meeting convened for April 14, 1998 will be valid for the 
Adjourned Meeting (and any further adjourned meeting) unless, in the case of voting certificates, 
they are surrendered before the time for which the Adjourned Meeting or any further adjournment 
thereof is convened, or, in the case of voting instructions, the receipt issued by the Fiscal Agent or the 
Paying Agents in respect of each deposited Bond is surrendered to him not less than 72 hours before 
the time for which the Adjourned Meetingor any farther adjournment thereof is convened and notice 
is given by the Fiscal Agent or the Paying Agents to the Issuer of such surrender. 

3. In respect of the above mentioned issue, two or more persons present holding Bonds or voting 
certificates or being proxies (whatever the aggregate face value of the Bonds so held or represented 
by them) shall form a quorum, 

4. Copies of an explanatory document are available for collection by the Bondholders at the specified 
offices of the Fiscal Agent and the Paying Agents and at the registered office of the Issuer. 

Compagnie Bancaire. 


Fiscal Agent and Pri nci pal Paying Agent 
Banque Paribas Luxembourg, SA 
10a Boulevard Royal 
L-2093 Luxembourg 

Paying Agents 

Artesia Bank S A Swiss Bank Corporation 

162 Boulevard Emile Jacqmain Paradeplatz 6 

B- 1210 Bruxelles CH-8010 Zurich 
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?Vy l ^j T .Pf.,.T! IE AME Rl c AS US PRESIDENT W ILL NEED TO MAKE A BOLD GESTURE TO RESTORE LOST INFLUENCE 

Clinton on 
mission to 
ease tension 


By Gerard Baker ta Santiago 

No self-respecting con- 
tinental land mass is com- 
plete these days without a 
regular summit gathering of 
its heads of government. 
Nest weekend in Santiago, 
Chile, the leaders of all but 
one country in the western 
hemisphere (since it is a 
democracy es-on] y club. Cuba 
is excluded) will meet for 
their second S ummi t 0 f the 
Americas. 

The meeting will be the 
usual occasion for much dip- 
lomatic billing and cooing. 
There will indeed be plenty 
to celebrate about economic 
and political progress mndp 
throughout the region in the 
3 'A years since the first sum- 
mit in Miami in 1994. 

Growth in the US and Can- 
ada, the Industrialised pow- 
ers In the hemisphere, as 
well as in Latin America, 
has been robust. In the past 
year, widespread fears of a 
Latin American replay of the 
Asian financial crisis have 
proved unfounded, thnnkn in 
no small part to some effec- 
tive government policies and 
regional co-operation. 

But it will be hard for the 
participants to convince 
themselves, let alone anyone 
else, that the bold initiatives 
for hemispheric integration 
bailed as the principal 
achievements of Miami will 
soon bear fruit 

And though amity 
between North and South 
will be very much on public 
display as President Bill 
Clinton is warmly received 
by his South American part- 
ners. it will not be easy to 
disguise the growing frustra- 
tion among many govern- 
ments in Latin America at 
what they see as the failure 
of the US to make good on 
the promises it has held out . 
to the rest of the Americas 
for the last few years. 

The risk is that the next 
few years could see growing 


diplomatic tensions between 
the US and its neighbours to 
the sooth, who fear Wash- 
ington is about to close the 
door on their hopes erf get- 
ting unfettered access to US 
markets. 

“This will not be, as some 
have claimed, a photo-oppor- 
tunity mission for the US; it 
will be a fire brigade mis- 
sion,” says Larry . Bims, 
director of the Washington- 
based think-tank, the Coun- 
cil on Hemispheric Affairs. 
"Latin American countries 
are looking more and more 
for opportunities beyond the 
US, with Europe and else- 
where.” 

The irony of this growing 
ftvideur in relations is that 
Mr Clinton has claimed to be 
more sharply focused on 
Latin America than any pre- 
vious administration. 

Where his cold war prede- 
cessors spent much of their 
time re-engineering govern- 
ments throughout Latin 
America to suit the interests 
of US foreign policy, Mr Clin- 
ton has emphasised the 
mutual economic benefits to 
be gained from finer trade. 

The signing of the North 
American' Free Tirade Agree- 
ment (Naftaj in 1993. with its 
inclusion of Mexico, held out 
the promise that open mar- 
kets would produce opportu- 
nities for the rest of the 
Americas, not just for the 
rich northern powers. 

To emphasise the impor- 
tance of Latin America, Mr 
Clinton appointed Mack 
McLarty, his former chief of 
staff and a close friend, to 
co-ordinate regional policy. 

At Miami, the us contin- 
ued this emphasis on deep- 
ening friendly economic ties 
by leading calls far the cre- 
ation of a Free Trade Area of 
the Americas (FTAA) by 
2005 - an ambitious goal 
that became the official goal 
of the declaration. 

But in hindsight the . 
Miami moment was the 



high-water mark of US 
engagement with Latin Am- 
erica. It was followed almost 
immediately by the Mrsdnan 
crisis, which raised anti-free- 
trade opinion in the US. 

Consequently, Mr Clin- 
ton’s failure to secure legis- 
lation for “fast-track” trade 
negotiating authority in 1995 
and qgafn last year has in 
effect stripped him of the 
one practical weapon that 
might have furthered Ameri- 
can economic integration. 

“The problem was that 
President Clinton made 
trade the main point of his 
Latin American foreign pol- 
icy,” says Mr Birrs. “With 
that gone, what else does be 
hare?" 

The White House is anx- 
ious to give the impression 
that thin summit will herald 
a renewed sense of purpose 
far the Americas, and Sant- 
iago will at least mark the 
formal start of the FTAA 
negotiations. 


Ova* the next few years, 
even without fast-track, the 
US makes the point that 
detailed negotiations on the 
plan can make serious prog- 
ress. The timetable puts off 
much of the hard pounding 
in the discussions until 2003 
at the earliest And adminis- 
tration officials also note 
that while many Latin 
American countries have 
been pressing the US to 
move faster on free trade, 
the largest, Brazil, is quite 
happy with a slower pace. 

The administration 
t>mphac>Kft« that this sum- 
mit, therefore, will be 
mainly about other issues. 

There will be much 
emphasis on progress made 
by countries towards greater 
democracy, and nans for all 
countries in the hemisphere 
to deal with some of the 
familiar problems associated 
with democratic societies. 

But those Latin Ame ri can 
governments pressing for 


more open markets are 
unlikely to be enthused by 
fine words on the problems 
of democratic life. Most of 
thwri still want some signifi- 
cant progress on trade. 

Some of them have even 
begun thinking about a 
FTAA without the US. Oth- 
ers say they might find the 
World Trade Organisation a 
mare fruitful place to sain 
leverage in promoting inter- 
national trade. Still others 
are talking up the already 
deep economic ties that exist 
between South America and 
Europe. 

Mr Clinton will do bis best 
to emphasise that the US is 
still engaged. But it may 
need a bold gesture, such as 
promising an urgent push 
for fast-track authority with 
Congress. It will certainly 
require mare than just Mr 
Clinton’s famed inter- 
personal skills to restore 
some of the lost US influence 
in the region. 


Central 

America 

horizons 

widen 

By Canute dames fa Kingston 

Five Central American 
countries and the Dominican 
Republic today sign a free 
trade treaty in the first step 
towards creating a regional 
trade bloc including the 
Caribbean islands. 

The bloc will comprise 22 
countries when the members 
of the Caribbean Community 
(Caricom) are included and 
is part of an effort to prepare 
far the proposed hemispheric 
free trade area in 2005. 

"The plan is for the 
Dominican Republic to act 
as a bridge between Central 
America and the Caribbean 
Community,” according to 
Frederick Bmam-Zade, the 
Dominican under-secretary 
of state for foreign affairs 
and its chief trade negotia- 
tor. 

The trade negotiations 
with Caricom were also 
intended to prepare the 
Caribbean Basin countries 
far the proposed hemispheric 
trade area, Mr Emam-Zade 
said. 

The signatories to this 
week’s treaty say they will 
speak with a stronger voice 
at the weekend Summit of 
the Americas in Chile on the 
hemispheric trade bloc. 

The treaty will include 
Costa Rica, the Dominican 
Republic, El Salvador. Gua- 
temala,- Honduras and Nica- 
ragua. Negotiators had con- 
cluded preparatory talks and 
tlie matters left to be deter- 
mined concerned rules of ori- 
gin and a list of fewer than 
20 products which would be 
exempted from preferential 
treatment, said Mr Emam- 
Zade. 

Dominican business lead- 
os are concerned, however, 
that the governments are 
rushing into the trade pact 

“Our concern is with the 
speed with which this is 
being done with Central 
America. . . It is being done 
too quickly, and we should 
be careful with these impor- 
tant matters said Fernando 
GonzSJez NlcolAs. president 
of the Consordo Commercial 
del Caribe, a Dominican 
trade promotion agency. 


NEWS DIGEST 


INFORMATION TECHNOLOGY 

Electronic commerce 
helps to fuel US growth 

Information technology has been responsible for one-quarter 
of real economic growth In the US over the past five years 
and makes up 8 per cent of gross domestic product, a study 
py the Commerce Department showed yesterday. 

Releasing the report. William Daley. US commerce secre- 
tary, said that declining prices for Information technology had 
also helped tower inflation by a fufi percentage point. He said 
the Industry employed 7.4m workers with wages more than 
60 per cent above the private sector average. The IT sector 
continued to grow twice as fast as the rest of the economy. 

Mr Daley said that a further 1.3m jobs would be created in 
the sector over the next W years and called on companies to 
help workers get the necessary training to till those positions. 

The report found on-line commerce was growing rapidly in 
areas from banking to retail. “E-Commerce gives small and 
medium sized firms immediate access to worldwide markets 
without the need for oversees trips or overseas reps," said 
Mr Daley. Mark Suzman, Washington 


PRIVATE PENSION FUNDS 


El Salvador gives go-ahead 

0 Salvador yesterday became the first country in Central 
America to launch private pension funds when five pension 
fund administrators (AFPs) received authorisation to begin 
seeking clients. 

Customers will have individual accounts that will see contri- 
butions grow through investments in El Salvador's stock 
exchange. The system has taken nearly (our years to set up. 

Francis Breve, pensions superintendent, said each AFP 
would have to guarantee a minimum return based on the sys- 
tem’s average, establishing funds to top up pensions if 
returns did not reach the required level. Mrs Brev6 said pri- 
vate pensions would promote savings that would stimulate 
investment and create jobs. She said the new Industry had 
already created 3,000 jobs. 

The incoming pension regime is also expected to stimulate 
0 Salvador’s stock market. James Wilson, Panama City 


TAX REFORM 

Computers ‘unable to cope’ 

The computer systems at the troubled US tax service are 
unable to cope with the widespread desire to modernise the 
Internal Revenue Service, the head of the IRS admitted yes- 
terday. 

On the most important date in the US tax calendar - the 
deadline for filing tax returns - Charles Rossetti told a special 
congressional hearing that his existing computers were an 
impediment to adopting new business practices. 

Public confidence in the IRS has been undermined by reve- 
lations last year of how tax collectors victimised taxpayers. 
The government and Republican senators have launched 
wide-ranging proposals to overhaul the service. 

Mr Rossetti, the IRS commissioner appointed earlier this 
year, said new technology was "desperately needed", particu- 
larly hi telecommunications. But he warned that new comput- 
ers needed to be Introduced alongside a new management . 
structure. Richard Wolffe, Washington 
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look on the bright side. There'll also be lots more cherries and watermelons in the future. Because at our agribusiness, 
Hoechst Schering AgrEvo, we ar m to utilize biotechnology in improving crop production and protection for harvests that 
are more bountiful than ever. After all, the cultivated areas of the world won't get any bigger. But our children will. 

And it's their future that's at stake. 


The Future in Life Sciences 


Hoechst 



Imagine a world filled with more spinach, Brussels sprouts and lima beans than you ever thought possible 



^ yVgrfvO is the agribusiness of Hoechst an international group of companies spearheading innovation in Life Sciences. 


Hoechst AG, D-65926 Frankfurt, http://www.hoechst.com 
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Standard Bank Group was created, 


tested and found true in the most 


demanding of financial environments. As 


result, we are financially strong, flexible and 


innovative - advantages that can help you 


overcome the challenges of business 
wherever they arise, wherever you want 
to reach. Innovative responses are our 


business in 


Emerging Capital Markets 


Resource Banking - mining finance, base 


and precious metals trading 


LONDON: 

Sharon Thomas 
Standard Bank 
London Limited 
Tel: (44 171) 929 0999 
Fax: (44 171)815 3099 


NEW YORK: 

Jim Bonfits 
Standard New 
York, inc 

Tet (1 212) 407 5124 
Fax: (1 212) 407 5025 


International' Trade Finance 


Structured Trade and Commodity 


Finance 


Primary and secondary Forfaiting 


Markets 


Project Finance and Advisory Services 


Treasury and Forex Services 


Standard Bank 
London 


A member of the Standard Bank Group of South Africa 


We share your ambitions 


HONG KONG: 
Jae-Mm Cho 
Standard London 
(Asia) Limited . 

Tefc (852)2822 7888 
Fax: (852)2822 7999 


MOSCOW: 

Cor Timmermans . 
Standard Bank 
London Limited 
Tel: (7 095) 721 3802 
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WTO 

chief 
warns on 
trade 
groups 

By Nancy Dune in Wasfaqtm 

Renat o Ruggi-ro, 

director-general of the Vorld 
Trade Organisation, saicyes- 
terday the proliferatia of 
regional trade agree rents 
must not become an altma- 
tlve to the multilateralsys- 

fem 

However, as he spoke it a 
Washington trade coifes- 
ence. US officials were ire- 
paring to accompany Pesi- 
dent Bill Clinton to Chibibr 
the launch of the latest 
regional trade grouping yet 

- the Free Trade Agreement 
of the Americas. Worfcm it 
so far has been accompshed 
without serious contrversy 
outside of the America. 

Mr Ruggiero, horever. 
said be had great cocems 
when regional area.’ cover 
too many countries nd too 
great a share of wori trade 

- to the point wher prefer- 
ential deals become he rule 
rather than the exrption in 
intemadonal trade eiations. 

He acknowledpd that 
regional arrangemdts could 
assist global integition and 
provide an impeti to liber- 
alisation. But tls was a 
world “where thf reality of 
global integratioi is calling 
for global solutias across a 
whole range of plides and 
Issues," Mr Rugbro said. 

The multilatfal system 
always provide for some 
exceptions to Itsiasic princi- 
ple - that tariff uts given to 
one must be gftn to afl. But 
with the growjg scope and 
ambition o regional 
arrangements it was 
increasingly car that con- 
formity wit' the legal 
requirements ■ the multilat- 
eral system odd not be the 
only consider :iOD, he said. 

He warnecof confusion 
resulting fro the complex 
web of differnt regional and 
multi! ateralrules and for 
potential roblems with 
competing jispute settle- 
ment procedres. 

Mr Ruggiio also called for 
“revitalisatia" of the WTO 
Committee on Trade and 
Euvironmet beyond identi- 
fying probXns to identifying 
solutions, fe identified the 
need for aoetter framework 
to definethe relationship 
between itemational envi- 
ronment: agreements and 
the WT< in cases where 
there w? room for contra- 
dictions aid inconsistencies 
betweerthe two systems of 
law. 

He 8*o expressed con- 
cans rout the procedures 
govern® dispute settlement 
panels.'Prdiminary reports 
cm serttive issues often are 
leakedo the media by spe- 
cial irerest groups and pres- 
ented to the public inaccu- 
rate]'’' he said. "Yet the 
WTCis prevented by its 
rule from providing full 
detas of cases, often for 
wee*, by which time opin- 
ion.' and political positions 
hav been formed, and it is 
oft* too late to correct mis- 
tatti impressions. Members 
wi have to address this 
prflem as soon as possible 
if oey want to preserve the 
lettimacy of the system in 
O public's mind.” 
vtr Ruggiero urged better 
tchnical co-ordination 
tfween trade and envtron- 
-ental policy-makers and 
tiled for more progress on 
tbour standards and trade. 
When trade ministers and 
everal beads of state meet 
n Geneva next month for a 
relebration of the SO years 
since the multilateral trade 
system was launched, they 
will be asked to consider the 
future of WTO negotiations. 
Negotiations on services, 
agriculture and some aspects 
of intellectual property 
rights already are on the 
agenda. Decisions must be 
taken about investment and 
competition policy negotia- 
tions. as well as electronic 
commerce. 


Lure of a big find 
draws oil companies 
to high-risk Cuba 

Pascal Fletcher reports on the western 
companies filling in the blank spaces on 
the communist-ruled island’s oil map 


O n the strategy maps of 
oil exploration compa- 
nies, Cuba is a new 
frontier, forbidden to some, 
too risky for others and 
unknown to many. 

But for the adventurous, 
Cuba's untested potential, 
the lure of a possible big dis- 
covery, is an attraction. 

“We're all chasing the ele- 
phant in Cuba." «ariri Brad 
Hollingsworth, a vice-presi- 
dent of Calgary-based Cuba- 
can Exploration, one of more 
than hair a dozen foreign oil 
companies which have 
accepted the challenge of 
Cuba’s high^cost, high-risk 
exploration environment. 

Oil exploration was one of 
the first economic activities 
on the communist-ruled 
Caribbean island opened up 
to foreign investment in 
1990. Companies from Can- 
ada. Britain. France. Sweden 
and Spain, In partnership 
with Cuba's state oil com- 
pany Cupet and using old 
data compiled by Soviet and 
Caban prospectors, bave 
been hunting for oB in 22 
offshore and onshore blocks. 

Some bave also been help- 
ing to improve output from 
existing wells, which pro- 
duce up to 38,000 barrels per 
day (bpd) of mostly heavy 
crude oil This fuels some 
electricity generation and 
industrial activity In Cuba, 
but it met only 17 per cent of 
the island's 1997 oil con- 
sumption of 89m tonnes, the 


balk of which was. imported. 

So far, the "elephan t " - a 
major, commercially viable 
find of good quality oil - 
seems to have eluded the 
hunters. But the pace of 
exploration appears to be 
picking up. 

Cubacan, a Canadian 
"junior" company exploring . 
in eastern Cuba, has just ; 
drilled its first test well in 
Las Tunas province. 

"The logs look promising," 
Mr Hollingsworth said, 
al though production tearing 
would determine whether oil 
was present. “I certainly 
believe there’s a lot of oil in 



Sherri tt International, the 
Toronto-based Canadian 
company which also has a 
nickel mining venture on the 
island. In addition to explor- 
ing in one central onshore 
block and two north coast 
blocks. Sherritt has also 
been using enhanced recov- 
ery techniques to improve 
output from existing wells. 

The company's oil produc- 
tion in Cuba increased by 
end-1997 to 10.000 bpd. a 


*What attracted us to Cuba was not 
having to compete with the big US oiJ 
companies. Everywhere else in the 
world you have to compete with the 
Exxons and the Texacos’ 


Cuba," lie added. 

This view is shared by 
other companies. Britain's 
Premier Oil is planning' to 
drill itsflrst wen this year in 
central Cuba. Another Cana- 
dian company, Pebercan. 
which is exploring five 
onshore blocks, is also 
reported to be bringing in a 
drilling rig. 

The biggest foreign Inves- 
tor in Cuba's oiJ sector is 


NEWS DIGEST 


GAS-T0-UQUID FUEL 

Chevron and Sasol plan 
novel plant in Nigeria 

Chevron of the US and Sasot of South Africa have agreed to 
begin design and engineering studies for q 20,000 barrel a 
day natural ges-to-ftqisd foals plant fn Nigeria. 

The agreement is die latest in a series of moves by the 
world's leading ofl and gas companies to position themselves 
to take advantage of recent technical advances that promise 
to make gas-to-fjqufcf foe i plants economically viable. 

- The proposed Nigerian plant, would be located at Escravos,- 
whare Chevron has recently installed a processing urtt to 
handle the large quantities of gas produced as a by-product 
off crude ofl. The flaring of unwanted gas in West African ol 
fields has become a major enviro nm e n tal concern. 

George Kirkland, chairman of Chevron Nigeria, said "the 
gas-to-llquids project would be an Integral part of Chevron’s 
long-term objectives to commercialise our gas reserves and 
e&mfe-iate flaring for the benefit of Nigeria and tls people". 

Experts believe the first generation of commercial gas- to- 
ll quids plants will need to be foefled by gas that has no other 
economic uses, given that the cost of most processes is stu 
relatively high compared with conventional crude oil refining. 
One of the main advantage of gas to liquids technology, how- 
ever, is that it produces espeaafy clean fuel. 

Robert Corzine, London 


ARGENTINA HEALTHCARE 


US group to invest $100m 

Medical Management of America, the US healthcare and hos- 
pital administration group, plans to Invest SI 00m in private 
healthcare in Argentina over the next five yeas. MMA, operat- 
ing through Argentine subsidiary Trident Investment Group, 
plans to form affiances with existing companies in the man- 
aged care and hospital administration sectors. 

MMA forecasts rapid concentration in Argentina's health 
industry, which is characterised by hundreds of smalt care 
providers and union-controlled health insurance schemes. The 
health sector had not yet experienced the transformations 
seen elsewhere In the economy, the company said. 

"We see the system becoming much less fragmented than 
It is today," said James Desnick. MMA chairman. "We want to 
bring technology, marketing and expertise and biend them 
wtth some of the healthcare systems operating here." 

Ken Warn, Buenos Aires 


CHIP MANUFACTURING EQUIPMENT 


Orders down heavily in Japan 

Orders for Japanese semiconductor manufacturing equip- 
ment, Including export orders, declined sharply in February to 
Y67.5bn (5520m), a year-on-yaar faS of 35.1 per cent The 
Semiconductor Equipment Association of Japan said the foil 
represented the third consecutive month of year-on -year 
declines. The domestic market placed Y3025br? worth of 
Oftlers. including Imports, a drop of 45.4 per cent. 
International Staff 


Carter urges cut in arms 
spending in the Americas 


By Imogen Mark to Santiago 


IBM ■■ I »• • «" M »M 


Former US President Jimmy 
Carter is leading a call for 
North and South American 
leaders at their summit m 
Santiago to agree to curb 
spending on all tyP*® °‘ 
armaments in the region- 
The armaments curbs 
would cover not only sophis- 
ticated and costly weaponry 
such as advanced attack air- 
craft and long-range missiles 
for the armed forces, but 
also supplies of small arms 
to the Caribbean that are 


used by drug-traffickers. 

The call is unlikely to be 
well received by some of the 
South American armed 
forces. .The Chileans are 
engaged in a reequipment 
pro gramm e which .will cost 
them up to $2bn - far up to 
IS af the latest generation of 

fighter aircraft two new sub- 
marines for the navy and 
some 300 second-hand tanks. 

The Dew acquisitions will 
simply replace old equip- 
ment, according to the nub- 
tary and the defence mims - 
fry. But independent defence 


experts say that the new air- 
craft represent* a major 
upgrade and will give the 
Chilean air force sew capa- 
bilities beyond those of its 
neighbours. 

The Chileans point to 
recent acquisitions by the 
Peruvians, who have spent 
an estimated $2S0m on seo- 
ond-hand Mig jet fighters 
from the former Soviet 
republic of Belarus and pos- 
sibly up to STOOro in uncon- 
firmed purchases of Sukhoi 
-bombers from the same 
source. 


third of the national output 
Sherritt is also participating 
in a gL5Du joint venture to 
process natural gas for elec- 
tricity generation on the 
island. Sherritt, accompan- 
ied by Canadian. Swedish 
and Spanish partners, was 
the operator in three explo- 
ration blocks off Cuba's 
south-eastern coast, where 
an exploration well was dril- 
led last year. The well. Ana 


Maria 1, flared gas and con- 
firmed the presence of oil- 
bearing structures. 

Mr HolibigBworth said the 
increased exploration would 
fin in the blank spaces fn 
Cuba’s oil map. "What 
attracted ns to Cuba was not 
having to compete with the 
big US oil companies. Every- 
where else in the world you 
have to compete with the 
Exxons and the Texacos," he 
said. 

Foreign ofl company repre- 
sentatives in Cuba generally 
shrug off the potential threat 
of the US Hehns-Burtou law. 
which foresees penalties 
against overseas investors 
on the island who "traffick” 
in expropriated, formerly 
US-owned properties. 

Sherritt has however been 
penalised by the US authori- 
ties for its nickel mining 
operation. But the oil compa- 
nies operating in Cuba argue 
that whatever exploration 
concessions existed before 
the 1959 Cuban Revolution 
have long expired. 

Britain's Premier received 
a phone call earlier this year 
from a US official asking 
about its activities in Cuba. 
Premier chief executive 
Charles Jamieson described 
the call as "purely rou- 
tine. . . definitely not a warn- 


ing”. Premier would con- 
tinue to operate in Cuba. "1 
don't believe we're in viola- 
tion of Helms-Burton,” Mr 
Jamieson Mid. 

Two other companies 
which had operations in 
Cuba, British Borneo Petro- 
leum Syndicate, and Genofi 
of Canada, were also 
reported to have come under 
similar US scrutiny. 

British Borneo, which 
recently increased its explo- 
ration interests in the deep 
water US Gulf of Mexico 
area, subsequently 
announced it had abandoned 
Its operations in Cuba in 
January, but "for technical, 
not political reasons”. 

There have been other pul- 
louts. France's Total, the 
first western oil company to 
sign an exploration contract 
with Cuba in 1990, stopped 
its exploration activities four 
years later after failing to 
wiflfrp a major find. 

Asked about the difficul- 
ties of working in Cuba. Mr 
Hollingsworth cited high 
operating costs - at least 30 
or 40 per cent higher than in 
Canada. Availability of 
sophisticated equipment, 
such as special drilling bits, 
was also a problem and 
equipment items had to be 
shipped in from abroad. 


Japan condom 
problem may 
benefit imports 


By Susanna Voyte to London 

Foreign companies hoping to 
ester the Japanese condom 
market should find the going 
easier after a domestic com- 
pany was forced to withdraw 
its product because if was 
defective. 

Japan is the most valuable 
condom market in the world 

- worth about £260m ($438m> 
a year - with sales driven by 
a ban on the contraceptive 
pilL It has the Highest rate of 
use. at 89 units per head a 
year, and accounts for 14 per 
cent of world sales of 
branded condoms. 

Shares in Sagami Rubber 
Industries have fallen by 28 
per cent since it was forced 
to withdraw its new polyure- 
thane condoms - called 
Ra g^ mi Original - from sale 
last week. 

The company said it would 
reevaluate its quality con- 
trol measures after "invisi- 
ble pinholes" were found in 
the condoms. The company 
recalled 570,000 packets of 
six and 280,000 packets of 12 

- worth Y300m ($2 9m). 

However, Ichiro Ohato, 

Sagami Rubber president, 
said the product had quickly 
sold out at many stores and 
they were not sure how 
many would be returned. 

The polyurethane con- 
doms. which the manufac- 
turers say are thinner and 
stronger than traditional 
latex varieties, were tested 
by health officials who found 
that six in 315 failed. 

The internationally recog- 
nised test Involves filling 
condoms with 300ml of water 
and then rolling them on 


absorbent paper to check for 
leaks. A failure rate of H5 in 
every 1 ,000 condoms is 
allowed. 

Sagami Rubber launched a 
high-profile marketing cam- 
paign for its new condom - 
including giving them away 
to journalists at the Nagano 
Winter Olympics in Febru- 
ary. It has also run televi- 
sion and full-page newspaper 
advertisements. 

London International 
Group (UG), the makers of 
Durex. already has permis- 
sion to launch its products 
in Japan later this year. 
LIG's move into Japan, the 
first foreign entrant, in a 
joint venture with Okamoto 
Industries, Japan's leading 
condom company, is an 
important step in the compa- 
ny’s ambition to make Durex 
the first global brand in con- 
traception. The company has 
21 per cent of the world mar- 
ket. 

L1G will start selling its 
polyurethane condom 
Avanti in the summer. Dr 
Bin Potter. LIG's director of 
scientific affairs, said poly- 
urethane condoms were 
thinner and provided more 
sensitivity. Avanti. which 
was launched in the US in 
March last year and in 
Europe in the autumn, has 
passed the water test. 

"My main concern Is that 
this incident might damage 
people's confidence with this 
new material." said Dr Pot- 
ter. "But this does appear to 
be a quality control issue, 
not a problem with polyure- 
thane itself." 

Avanti's failure rate in the 
water test was close to zero. 
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China plans to remove tax breaks for foreign businesses 

•A. ^ suLect are not payin 


By Janies Hartfes m Shanghai 

Chinn is a iming to remove 
the preferential tax rates for 
foreign businesses by 2000. 
bringing international man- 
ufacturers In line with the 
higher income tax rate paid 
by Chinese enterprises. 

The merger of the tax 
systems for foreign and 
domestic companies could 
more than double the tax 
burden on forelgn-invested 
enterprises and may deter 
further international inves- 
tors just as inflows of for* 
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eign capital have started 
slowing in C hina . 

The State Administration 
of Taxation (SAT), which is 
under pressure to increase 
fiscal revenues to fund Chi- 
na's ambitious Infrastruc- 
ture programme and rising 
welfare bill, has drawn up 
plans to remove the basic 
anomalies between foreign 
and domestic income tax 
payments. 

Foreign manufacturing 
businesses typically enjoy a 
tax holiday in China that 
includes two tax-free years 


By John RfeHtog in Hong Kong 
and Robert Taylor, 

Employment Editor 

A sharp increase in Asia's 
unemployed and the weak- 
ness of social protection 
schemes is raising the risk of 
instability in countries hit 
by the regional economic cri- 
sis, the International Labour 
Organisation warned yester- 
day. 

“The combination of sharp 
and unexpected social pain 
and a lack of relief Is fertile 
ground for breeding social 
unrest," said the ILO. 

Its report, which focuses 
on Korea. Thailand and 
Indonesia, will be submitted 
to an ILO -organised confer- 
ence of regional government 
officials, trade unions and 
employers organisations in 
Bangkok later this month. 

The report warns that the 
“impressive reductions in 
poverty** achieved over the 
past 20 years in many Asian 
countries will be reversed, it 
criticises in particular “the 
contamination of market 
processes by politics" which 
it believes must be contained 
if regulatory changes are to 
succeed. 

According to the ILO. the 
trend oT poverty reduction in 
countries recently hit by eco- 
nomic crises is set to be 
reversed. Unemployment 
and under-employment will 
rise sharply, while those still 
in work will suffer a fall In 
real incomes as a result of 
falling labour demand and 
inflation. 

In Indonesia, the rice 
equivalent of the daily mini- 
mum wage fell from 6^Skg 
to 4.76kg during 11*67. tbc 
ILO said. 

It predicts unemployment 
in Indonesia will rise to up 
to 10 per cent this year, 
against & per cent in 199& In 
South Korea, the jobless rate 
rose from 2.:t per cent last 
October to 4.7 per cent at the 
end of February. 

In Thailand, official fore- 
casts of 5.6 per rent unem- 


ployment by the end of the 
year, against 3.4 per cent at 
the end of 1997. are seen by 
the ILO as too optimis- 
tic. 

“In the face of this mas- 
sive crisis, and despite vari- 
ous efforts to contain its 
social costs, the response so 
far has been inadequate." 

In South Korea, company- 
based unions had been 
unable to negotiate alterna- 
tives to sackings. 

In Thailand, the low level 
of unionisation obstructed 
negotiated solutions: in 
Indonesia, the fan in mem- 
bership resulting from sack- 
ings has weakened the 
unions. 

Rather than obstructing 
economic recovery, strength- 
ened and organised labour 
bodies were necessary to 
address problems arising 
from the crisis, and to avoid 
repetition. 

“A democratic deficit 
allowed political interference 
in the market process which 
led to a misallocation of 
investment resources." said 
Eddy Lee, the iLO’s chief 
pulley analyst. 

To defuse social tensions 
arising from the economic 
downturn, the ILO urged an 
increase in social protection. 
“Just as the Great Depres- 
sion forged a new social con- 
tract in many industrialised 
countries in the 1930s. so the 
current Asian crisis must he 
an impetus to creating a 
more socially-oriented 
model." 

Recommendations include 
development of unemploy- 
ment insurance. an 
improved social safety net 
and minimum pensions. Free 
and representative unions 
were needed to act as effec- 
tive interlocutors with 
employers' organisations 
and governments. 

The report has been pre- 
pared for an ILO-organised 
conference in Bangkok next 
week, on social responses to 
the financial crisis. 


after the venture starts mak- 
ing a profit and a further 
three years paying only 50 
per cent of the regular 
income tax rate. Some for- 
eign businesses enjoy even 
more favourable treatment 
lasting beyond the initial 
five-year tax concession, 
depending on sector, geo- 
graphical location and spe- 
cial deals negotiated with 
the government 
A SAT official said yester- 
day: “We have two income 
tax laws, one for domestic 
companies and one for com- 


panies with foreign invest- 
ment It is clear that the two 
laws will be merged into 
one." However, he sought to 
allay the fears of foreign 
Investors, adding that "this 
will not mean the end of all 
favourable treatment for for- 
eign investors". SAT is not 
expected to abolish all tax 
breaks in a single stroke, but 
aimn to dkmnntlp most Of 
the benefits, leaving room 
for certain concessions in 
sectors and areas where Bei- 
jing is particularly eager to 
lure foreign Investment. 


.The China Business 
Times, a state-owned news- 
paper, yesterday quoted SAT 
sources as saying; . “Foreign- 
invested companies wfll be 
subject to the same income 
tax as their Chinese counter- 
parts before the year 2000." 
They added that the current 
two-track system for income 
tax does not conform with 
the principles of equal taxa- 
tion, fair competition and 
even treatment in Ghinfl- 
Elizabefh Thong, a sola- 
tor at Simmons & Simmons 
in Shanghai, said SAT had 


been under increasing pres- 
sure to establish equal tax 
rates from Amnestic compa- 
nies which often pay mare 
fhan double the income tax 
of their foreign competitors: 
“More and more Chinese 
enterprises have been lobby- 
ing the SAT, concerned that 
they are not able to compete 
with fbreign-invested eater- 

prises. They say they are 
operating at a disadvantage 
because they do not enjoy 
CTmflar concessions." 

The Chinese government 
has long been considering 


moves to unify the income 
tax rate for foreign and 
domestic businesses but 
efforts to improve China’s 
patchy system of tax collec- 
tion received' a new impetus 
last month with the appoint- 
ment of Zbu Rongji as prime 

minister. Mr Ztm has set the 

reform of the taxation sys- 
tem, which Was last over- 
hauled in 1994, as one of the 
government’s k& tasks. 

Demands for higher tax 
revenues have fodused atten- 
tion on foreign 1 , invested 
enterprises, which officials 


ject are not paying as 
h tax as they should. . 

2 editorial on the from 
* of the Shanghai-based 
mess News this week 
the government must 
neglect tax evasion by 
ign investors. The repeat 
foreign-lnvested enter- 
ss were claiming losses 
heir businesses in China, 
n 1991-95. the Chinese 
authorities Uncovered 
s of tax evasion at for- 
L-fonded enterprises and 
ir subsidiaries worth 
;j*n ($747m)- 


Sharp fall in Japan department stoi\f sales 


teariWBIHntfUUr TMmemEcumM&BrfancftpaaftoMr 

ILO warns of 
social unrest 
risk in Asia 


By Pail A braha m s ta Tokyo 

Tokyo department store 
sales plunged more than 20 
per cent In March yeamm- 
year. the worst fall since 
records began in 1965. 

The collapse was exagger- 
ated by frenzied buying last 
year before an April 1 
increase in sales tax, but 
analysts said the discourag- 
ing data underlined the dire 
state of domestic demand. It 
was the 12th consecutive 
month of declines. 

The sales data, the first 
important economic figures 
announced each month, will 
provide farther ammunition 


far international critics of 
the Japanese government’s 
HflmTHng of the world’s sec- 
ond largest economy. 

Hikaru Matsunaga, the 
finance minister, yesterday 
arrived in Washington to 
face a barrage of criticism at 
a meeting of finance officials 
from the Group of Seven 
main industrial nations. 

Robert Rabin. US Trea- 
sury secretary, said the 
focus of the meeting would 
be Japan. “It is of enormous 
importance to Asia and the 
rest of the world that Japan 
gets back on track,” be said. 

A combination of low 
wage Inflation, reduced 


bonuses and lower overtime 
is having a big impact on 
household incomes. 

Consumer confidence is 
being finther undomined by 
a sharp Increase in bank- 
ruptcies and record unem- 
ployment numbers. The lat- 
est grim data are backed up 
by the 20.7 per cart year-on- 
year fall in vehicle registra- 
tions last month. 

“The Tokyo department 
stare figures are notoriously 
volatile. A wet afternoon, or 
an extra working day can 
have a big impact," warned 
Michael Naldrett, economist 
at Dresdner Kleinwort Ben- 
son. 


He said the sharp decline 
was particularly disappoint- 
ing because taxpayers had 
received the first tranche of 
tax cute In February, 
but there had been no sign 
that these were being spent 
in March. There have been 
repeated calls from US offi- 
cials for income tax cute in 
Japan, which they believe 
would help boost domestic 
demand. 

However, there are fears 
that In the present climate 
consumers would save the 
money rather than spend it 
Ryutaro Hashimoto. the 
prime minister. Is tinder 
pres s ure to make income tax 


cuts permanent, a move that 
might convince consumers 
to save less. The minis t r y of 
finance has recently 
launched a poster campaign 
featuring cartoons aimed at 
encouraging spending. 

The Japan Department 
Stores Association said sales 
in the Tokyo area fell ZL4 
per cent to Y216.7bn 
(Jl.67bn). The decline fol- 
lowed fails of 5.6 per cent in 
January and 5.4 per cent in 
February. It expected that 
sales would rebound In April 
on an annual basis, but that 
they would show a decline 
again in May and thereafter. 

The collapse in consumer 
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Hashimoto prepares to take Yeltsin 
fishing in hope of a big catch 


Gillian Tett reports on a thawing In 
relations as Tokyo weighs the chances of 
recovering the disputed Kurile islands 




B oris Yeltsin may well be 
surprised by the 
warmth of the greeting 
extended by Ryutaro Hashi- 
moto when tiie two men 
meet in the seaside resort of 
Kawana at the weekend. 

There will be unusual fan- 
fare. They may fish and sit 
in saunas . Mr Hashimoto, 
Japan ese prime minister, 
will follow up with plenty of 
gifts - on trade and such 
like - ensuring Mr Yeltsin, 
his Russian counterpart, 
does not return home emp- 
ty-handed. The Japanese 
generosity reflects the 
warming of relations 
between Tokyo and Moscow 
over the past 12 months, 
which stands in stark con- 
trast to nearly five decades 
of coolness. 

At the heart of this thaw is 
a realisation in Japan that 
Mr Yeltsin represents the 
best hope for a settlement 
over four disputed islands 
occupied by Russia but 
claimed by Japan. Japan is 
wooing Russia with prom- 
tees of loans and other eco- 
nomic assistance. Many in 
Japan believe an opportu- 
nity for a settlement over 
the islands, known as the 
Kuriles in Russia and the 
Northern Territories in 
Japan, may not re-emerge 
for decades. The return of 
the islands, which carry 
little economic significance 
to Japan. Is a matter of 
immense national pride to 
the Japanese. 

Last year, 50 years after 
the end of the second world 
war, Japan and Russian 
agreed to work towards con- 
cluding a peace treaty by 
2000. At an informal meeting 
in the Siberian town of Kras- 


noyarsk, the two countries 
reached a landmark agree- 
ment to try to settle the dis- 
pute over the Islands. 

A settlement of the islands 
dispute is considered a pre- 
requisite for a broader peace 
treaty; it has also held back 
Japanese economic support 
to Russia. 

At Krasnoyarsk, the two 
leaders agreed on economic 
co-operation to help inte- 
grate Russia into the global 
economy, support Russian 
economic reform, and. 
advance energy development 
in the Russian Far East and 
Siberia. 

Since then, Japan has 
announced an unprece- 



has agreed to allow Japanese 
fishermen access to the 
waters around the disputed 
islands. 

The Japanese government 
is keen to capitalise on this 


Many in Japan believe an opportunity 
for a settlement over the islands, 
known as the Kuriles in Russia and 
the Northern Territories in Japan, may 
not re-emerge for decades. The 
recovery of the islands from Moscow 
is a matter of immense national pride 


dented $L5bn in untied loans 
to Russia, tme of the largest 
ever to be made by the 
Tokyo’s Export-Import Bank. 

Yesterday, the Japanese 
government said it was con- 
sidering reversing a rule 
that trade Insurance for Rus- 
sian projects must carry a 
guarantee from the Russan 
government or a leading 
bank. The move is designed 
to make it easier for Russian 
companies to import from 
Japan. Russia, for its part. 


progress of recent months. 
Japan sees closer relations 
with Russia as crucial to 
regional security. 

In a seminal speech last 
summer, Mr Hashimoto 
acknowledged that of the 
four main powers with the 
greatest influence on 
regional security - US. 
China, Japan and Russia - 
the relationship between 
Japan and- Russia was ^ 
weakest At the same time, 
both Japan and Russia see 


better bilateral relations as a 
counterweight to china’s ris- 
ing tnflnptncp jn the region. 

The Krasnoyarsk agree- 
ment was born out of a sur- 
prise proposal by Mr Yeltsin. 
This hay encouraged the Jap- 
anese authorities to believe 
that the Russian president 
could nMkp a politically diffi- 
cult decision to return the 
Islands. 

Japan's programmes for 
economic support to Russia 
are an attempt to ynake Mr 
Yeltsin's decision a little 
easier, says Shigeki Haka- 
maria, professor of interna- 
tional political studies at 
Aoyazoa Gakuin University. 

. . However, as -hopes rise,, 
there are strong concerns 
that both sides are being 
optimistic. “There Is a cer- 
tain illusion chi thg part of 
both Japan and Russia that 
could nu ' u into disillusion- 
ment as 2000 approaches," 
says Mr Hakamada. 

The Japanese illusion is 
ffrat Mr Yeltsin WDI 
tiie political decision to 
return the islands, he says. 
While Mr Yeltsin has come 
across as more flexible than 
past Russian leaders on the 
issue, any derision to hand- 
over the territories will be i 
an extremely difficult one to 
take politically as most Rus- 
sians believe the islands 
belong to Russia. 

The Russian illusion, says 
Mr Hakamada, is that Japan , 
has decided to separate the 
issue of the islands from that j 
of economic assistance. The 
Russian public does not 
understand that under the 
Yeltsin-Hashimoto agree- 
ment forged at Krasnoyarsk, 
resolution of the territorial 
issue is the baas fur a peace 
treaty, he says. 

A lot mure fanfare and 
flnhing may lie before 

national flags are swapped 
cn the disputed islands. 


Tough talks in 
prospect oier 
Indonesian debt 


By Robtesoo in Jakarta 
and John Aotbere ta New York 

Negotiations on resolving 
Indonesia’s massive private 
foreign debt overhang began 
yesterday In New York 
against a backdrop of confu- 
sion in Jakarta and growing 
division in the camps of both 
international leaders and 
their Indonesian debtors. 

Bankers dose to the nego- 
tiations, which are being 
held at the headquarters of 
Chase Manhatten In New 
York, said the talks were 
likely to last longer than the 
meetings over Korean debt 
earlier this year and will 
probably continue for 
another two days. Indones- 
ia’s private foreign debt Is 
put at more than $74bn- 

A series of contradictory 
si gnals from the Indonesian 
government on economic 
reforms has fuelled fears 
that the country could once 
again backslide on pledged 
reforms. 

A 117-point reform pack- 
age was agreed last week 
with the International Mone- 
tary Fund and Indonesian 
President Suharto this week 
reaffirmed his intention to 
carry out the programme. 
But recent developments 
have already begun to erode 
international confidence in 
Indonesia’s commitment to 
reform. 

“The story is not about the 
pledges made, it's about 
prospects for their imple- 
mentation - It’s about the 
utter lack of co-ordination 
and the creeping feeling that 
one arm doesn't know what 
the other’s doing,” said a 
western diplomat in Jakarta. 

The latest confusion was 
triggered by a conflict 
between cabinet ministers 


over palm d exports, which 
were bannelm January in 
an attempt to stabilise 
domestic piles. Prices for 
palm oil aneby-products - 
staple items 4 the domestic 
market - sired as the 
rupiah plungs in January 
to a low pdit of 17,000 
against the defer. 

Under its lafet agreement 
with the IMFYthe govern- 
ment said it Wd lift the 
ban by April 2 and replace 
it initially withfe export tax 
of up to 40 pelcent, to be 
reduced after Vices stabi- 
lised. - 4 

But Mohamd “Bob" 
Hasan, trade mifeter and a 
close friend of- a- Suharto, 
cast doubts on tOplan this 
week when he sa the ban 
would be mainland indefi- 
nitely. despite the W agree- 
ment “Tills is thffiepublic 
of Indonesia, nofthe IMF 
republic.’’ Mr Hasa told an 
Indonesian newspalr. 

Other senior Officials 
rushed to deny Mmasan's 
assertion. But an slits said 
the confusion had -Already 
done the damage". TV Indo- 
nesian rupiah and fc Jak- 
arta stock market feltr the 
third consecutive dal after 
an initial boost in thtwake 
of the IMF agreement! 

The most distibing 
aspect of the latest conkion 
is the timing. The JF’s 
executive board Is stT to 
approve the Indonian 
agreement and releasahe 
second S3bn tranche onfae 
IMF-sponsored $43bn reEe 
package. The board is exac- 
ted to meet next week, at 
IMF officials have alrely 
indicated the money wffie 
released in small er lots, fa 
step with a checklist and ti 
get dates for the implema 
tation of pledged reforms.! 
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HAT BROUGHT THEM TOGETHER? THE BIRTH OF A STOCK MARKET. 
WHAT KEEPS THEM TOGETHER? THE BANK OF NEW YORK. 

In January of 1996, under the open-market forces of perestroika, Vagit Alekperov and Dr. Betty Tibbs took their 
place in history. Three thousand shares of Russia's Lukoil changed hands in U.S. markets for the first time 
ever. • Since then, dozens of Russian companies have accessed money from overseas capital markets through a 
tool called the Depositary Receipt.# The bank selected to make this happen? The Bank of New York. # Today, thou- 
sands of clients worldwide are usingThe Bank of New York to enhance relationships with their investors, in Russia 
Chairman Vagit Aiekperov and investor Dr. Betty Tibbs are just one example. ♦ Visit us at www.bankofny.com/adr 

ISSUER: Vagit Alekperov. INVESTOR: Betty Suits Tibbs, M.D. 
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9 A - R -.. I !I°! J .?I R . Y . V AUXHALL B0SS to FORGO BASIC $267,0 00 IN attempt to PERSUADE workforce to accept productivity deal 

No pay this year for top GM executive 


Bytte ig Shntmian, 
Motorlwhistiy Correspondent 

Nick Reilly, chai rman of 
Vauihall ofEshocrt of General 
Motors, is to waive his 
£160,000 ($267,000) salary this 
year in an attempt to per- 
suade workers to accept a 
radical three-year pay and 
productivity package. 

Other directors will take a 
cut and some senior manag- 
ers have accepted an earn- 
ings freeze. 

The package win limit pay 
increases, reduce wages for 
new employees and intro- 


Graduate ‘sorted himself ouf on hill 


Wafsb-bom Nick Reflty worked 
as a stockbroker after 
graduating from Cambridge 
University. He took time off to 
spend four months in a hut on a 
hi near his birthplace to “sort a 
few things out". Hb General 
Motors career started at the 


Detroit Diesel Allison Division in- 
the English- Midlands. After over 
seas postings he retimed to 
the UK in the 1980s. He 
became vice-president of GM's 
European HQ alter , three years 
as a director of VauxhaH's plant 
In north-west Eng&nd 


duce greater flexibility to 
raise VanxhaH's competitive- 
ness within GM’s European 
operations. 

The company will promise 


in return not to impose com- 
pulsory redundancies despite 
the severe overcapacity and 
cut-throat competition in the 
European car market Rejec- 


tion of the deal would raise a 
serious question over Vaux- 
halTs Luton plant in 
southern England. The Vec- 
tra model it produces Is due 
to be replaced in three years. 

Mr Reilly said in a letter to 
employees yesterday that 
GM believed it could meet 
demand for the next-genera- 
tion Vectra from two plants, 
rather than three at present. 
Vectras are also built by 
GM's Adam Opel subsidiary 
in Belgium and Germany. 

Luton is the most exposed 
factory because it is rela- 
tively old. Vamchall’s posi- 


tion within GM Europe has 
also been handicapped by 
the strength of sterling. UK- 
built vehicles are now up to 
30 per cent more expensive 
than identical cars made in 
Germany. 

Workers at GM’S mainland 
European plants have 
accepted stringent wage and 
productivity packages. 

Mr Reilly said he and 
other senior executives were 
making personal sacrifices 

to counter suggestions that 

the threats over Luton's 
ftiture were “a sham" to dis- 
guise the fact that Vauxhall 


BAe hopes Siemens deal 
will close compeition gap 


Mike Donovan, to head a new defence unit, 
sets out the group’s strategy following its 
latest purchase. Alexander Nicoll reports 


B ritish Aerospace 
believes its acquisition 
of Siemens Flessey’s UK 
defence electronics busi- 
nesses will add a vital organ 
to its group structure. 

The move - cleared this 
week by the UK government 
- win enable BAe to farm a 
new defence systems divi- 
sion, filling an important 
gap in its ability to compete 
for defence co nt r acts world- 
wide. BAe is paying Siemens 
of Germany £320m ($534m) 
for the UK and Australian 
arms of Siemens Plessey. 
The remainder will go to 
Daimler-Benz Aerospace. 

BAe hopes to be seen as an 
all-rounder, capable of man- 
aging and integrating entire 
weapons programmes, rather 
than as an aircraft maVw to 
which some- other capabili- 
ties have been attached. 

The new division, headed 
by Mike Donovan, . has 
annual turnover of £600m, 
but BAe hopes to boost this. 
Mr Donovan was managing 
director of Rolls-Royce 
Motor Cars before Joining 
BAe in 1994 to run its 
regional aircraft business. 

He now. seeks to create a 
unit which responds to the 
trend towards integrated, 
joint-service solutions. 

The UK’s strategic defence 


review will produce exten- 
sive reform of procurement 
practices, involving industry 
in the earliest stages of sys- 
tem design. - 
“You used to have individ- 
ual services buying plat- 
forms to their own specifica- 
tions.'' says Mr Donovan. 
“Now the customers want to 
articulate what their prob- 
lem is in the battlespace, 
and it is up to industry to 
come up with solutions 
which deal with the threat." 


Ml 


Donovan says the 
defence systems unit 
will compete with 
other provides for work on 
BAe-Ied aircraft programmes 
as promts inter pares, shar- 
ing a common view with its 
parent of “where technology 
is going". 

“We will compete as Brit- 
ish Aerospace, as a 
boundary less organisation. 
Our skills and capabilities 
are not landlocked within 
the parts of the group," says 
Mr Donovan. 

The new division brings 
together 

• Siemens Plessey (Defence 
Systems), which has 2J20O 
employees and makes air 
defence weapons including 
the Sampson system due to 
be installed on the Royal 


. Navy’s next-generation frig- 
ates. It has a stake in the 
Archer consortium which 
will make the British army's 
Bowman radios and interests 
in missile defence and satel- 
lite communications. 

• A 50 per cent stake in 
BAe Serna, a naval systems 
venture. 

• A 49 per cent holding in 
STN Atlas Elektrordk, a Ger- 
man systems company 
bought jointly last year with 
Germany’s Rheinmetall, 

- which makes naval and 
systems and is the prime 
systems integrator for Ger- 
man Leopard 2 tanks. 

• A 50 per cent stake in 
Sika. a venture with Lock- 
heed Martin of the US which 
is competing to meet a £2bn 
US/UK requirement for 
Tracer advanced reconnais- 
sance vehicles. 

BAe says this collection 
places the group third in the 
world in systems integra- 
tion. behind Lockheed and 
GEC-Marconi. 

■ The acquisition of Siemens 
Plessey returns UK assets to 
British ownership. But BAe 
: believes that it is now in a 
stronger position ahead of 
the restructuring of the 
European defence industry, 
for which the group has long 
argued and which the •. 
'French, German and British 
governments support How- 
ever. Mr Donovan says BAe 
will look worldwide for pos- 
sible expansion. 



Bowman radios are on trial with the British army. I 
(inset) hopes to spot "where technology is going’’ 


BSkvB files writ against digital TV rival 


By Catty Newman in Landes 


British Sky Broadcasting, 
the satellite operator, has 
begun legal action to try to 
prevent British Digital 
Broadcasting selling boxes 
needed to unscramble digital 
terrestrial television signals. 

BSkyB yesterday issued a 
writ against BDB, owned by 
Carlton Co mmuni cations 
and (Canada Choup, claim- 
ing that BDB's boxes wonld 


not be folly compatible with: 
its own. News Corporation, 
Rupert Murdoch's media 
conglomerate, is the biggest 
shareholder in BSkyB. 

The writ alleges that BDB 
has breached an agreement 
signed on June 20, when' 
BSkyB was farced to pull out 
of BDB because of regula- 
tory concerns. BSkyB is 
launching a 200-channel digi- 
tal satellite service in June, 
while BDB plans to start 


-broadeasting at least 15 ter- 
restrial channels In the 
autumn. 

By different technol- 
ogy to BSkyB in its set-top 
boxes, the writ claims, BDB 
wifi not be able to run some 
of BSkyB’s services and an 
electronic programme guide . 
to digital channels similar 
•to the satellite company’s 
own. ■ 

•• BSkyB does not want cus- 
tomers to be confused by 


conflicting technologies and 
is seeking an injunction to 
prevent BDB marketing or 
selling boxes which are not 
“fully interoperable". The 
company was unavailable 
for comment last night 
But BDB indicated it was 
prepared to cooperate with 
BSkyB’s demands. “We are 
ready and waiting. BSkyB 
should stop litigating and 
start co-operating,” Nigel 
Walmsley, director of BDB 


said. Although BDB admits 
its customers would not be 
able to receive a full version 
of BSkyB’s electronic pro- 
gramme guide, the company 
denies its boxes will not be 
interoperable with digital 
satellite decoders. 

Mr Walmsley suggested 
that BSkyB’s decision to 
issue a writ was motivated 
by commercial rivalry. 

^otie^FagiriB 


Germans and French take building jobs 


Jonathan fiuterie in London 

:nch and German cons- 
ction workers are being 
ed to Britain by plentif ul 
rk, the Royal Institution 
Chartered Surveyors said 


ieanwhile. skilled build- 
workers who moved out 
he UK to work in the 
y legos are flooding back 


to the country because the 
construction industry is 
healthier than it has been 
for 10 years, it added. 

“Housebuilding is buoy- 
ant, the leisure industry is 
going crazy and the retail 
market is very strong," said 
Richard Houghton, RICS 
cons truction spokesman. 

Mr Houghton said the 
boom was causing growing 


shortages of skilled labour. 
“The debilitating shortage of 
bricklayers continues to get 
worse, with 83 per cent of 
••firms reporting difficulties, a 
7 point increase on last quar- 
ter." he said. Plasterers and 
carpenters were also in short 
supply. 

SkOl shortages are contri- 
buting to strong rises In con- 
struction costs. According to 


the RICS, costs rose by 6£ 
per cent year-on-year in the 
last quarter of 1997. chal- 
lenging previous peaks in 
the late 1960s. 

Output grew for the eighth 
successive quarter between 
December and the end of 
March, contributing to a 
year-on -year increase in 
workload of 18.8 per cent, 
according to the RICS’s Con- 


struction Market Survey. 
The ins ti t u tion said the out- 
look for the next 12 months 
was good, with construction 
companies benefiting from 
Millennium bu il d in g work. 

The strong performance 
contrasts with a steep 
decline in the early 1990s. 
The rebound began last year. 

LexTiPage~2t 


was “just trying to be 
greedy". 

Citing the closure of Ren- 
ault’s Vflvoorde plant in Bel- 
gium and job cuts at Ford’s 
plant at Halewood. in 
north-west England, he said 
accepting the package would 
allOW VaUXball tO maintain 
production at current levels. 

The Vauxhall boss’s pay 
cut was supported by the 
Institute of Directors, which 
described it as “sensible", 
policy, said: “It 


Observer, Page 1$ Ida tfis pu t e . 
Page 15; Lex, Page 21 


Protestant 
order fails 
to endorse 
peace plan 

By John Moray Brown 
in Dtibbn 


The Protestant Orange 
Order said yesterday it was 
“unable to recommend" the 
Northern Ireland peace pack- 
age to the region's people. 

The order - which has 
branches in Scotland, the US 
and Canada - is best known 
for its parades and is (me of 
the most influential voices 
on the ruling council of the 
pro-British Ulster Unionists, 
the biggest party in North- 
ern Ireland. 

David Trimble, the party 
leader, faces internal opposi- 
tion after deciding to back 
the peace agreement The 
party will meet on Saturday 
to give its verdict 

After a day long session in 
an Orange hall on Belfast's 
Shankill Road the Grand 
Lodge of Ireland did not 
openly reject the accord. But 
John McCrea, secretary to 
the Grand Lodge, said the 
order had “taken note” of 
the agreement but without a 
clarification of key issues 
Was “unable to rpm mTTmrwt 
the deal to the people of 
Ulster”. The order sends 
only 85 delegates to the 800- 
strong council but its influ- 
ence is wider since as many 
as 200 of those on the coun- 
cil are members of the order. 

Mr Trimble's supporters 
said yesterday they were 
still confident be would win 
Saturday’s vote. The deci- 
sion may be an attempt to 
avoid a split with the hard- 
line Spirit of Drumcree 
group, formed to campaig n 
for the rights of Portadown 

Q niTigPHiPTi to Ttmr rh Prmn 

Drumcree church on the 
largely catholic Garvaghy 
Road, the scene of violent 
clashes in recent years. 

Joel Patton, of the Spirit of 
Drumcree group, left yester- 
day’s meeting early after it 
became clear the Grand 
Lodge was not going to 
reject the deal outright. 

Meanwhile, the hardline 
Protestant Democratic 
Unionist party yesterday 
launched a campaign to 
oppose the peace agreement 
in the May referendum. 

The Rev Ian Paisley, the 
party leader, said: “The reac- 
tion of ordinary unionists is 
one of outrage and amaze- 
ment that any unionist 

liwripr OOUld Set his band tO 
such a dpai which so funda- 
mentally weakens the union 
and which would place this 
province inexorably on the 
road to a united Ireland." 


Editorial Cnmmeat, Page 13 


NEWS DIGEST 


IMMIGRATION 


Human rights groups hit 
at detention centre regime 

The regime at the Campsfield Immigration detention centre 
near Oxford is condemned. today in a report by human rights 
groups. The Asylum Rights Campaign, which Investigated the 
centre after detainees rioted In August last year, says It is "not 
viable as it is run at present*. Campsfield is one of a handful 
of detention centres and prison wings which each year hold 
up to 4,000 refugees awaiting asylum. K holds around 200 of 
the 800 people detained at any me time. The criticisms come 
on the day the chief inspector of prisons, who has also car- 
ried out an investigation into the centre, is expected to attack 
the government's policy of detaining asylum seekers. 
Researchers for the campaign say that CampsfiekJ. run by 
Group 4 Total Security Services, is "an institution that Is per- 
manently on a knife edge." Simon Buckby, London 

SOCCER 


Players’ wages threaten profits 

The boom In the popularity of soccer boosted turnover at 
England’s top clubs to record levels last year but rising wages 
for players remain a big threat to profitabfllty, says a report 
today. The survey of the 20 English Premier League chibs by 
accountant Detortte & Touche reveals that whBe combined 
turnover climbed 32 per cent to E455.4m (3760.5m) last sea- 
son, wages increased by roughly 35 per cart to Cl 35m. 

The league was led by Manchester United. Its turnover of 
£88m was double teat of Its nearest challenger and its operat- 
ing profit of £262m (which excludes transfer deals and finan- 
cing costs) accounted for 30 per cent of the Premiership's 
total of £86m. Patrick Hanrerson, London 


FILM INDUSTRY 

Channel Four to expand output 

Channel Four television seeks to expand Its output of films 
through Its newly-formed Rim Four offshoot by striking a fin- 
ancing and distribution deal with a US independent film pro- 
duction company. Jeff Berg, chairman of the big US agency 
ICM, Is trying to reach a deal on Channel Four's behalf with a 
production group. The deal would involve its US partner help- 
ing to finance expensive films. Channel Four intends to invest 
£28m (S47m) in films this year and £32m next Paul Webster, 
chief executive of Rim Four, said a US deal would be part of 
a strategy to build overseas alliances. John Gapper, London 


INSURANCE 


Environmental risks to be cited 

Insurance suppliers and buyers are to issue unprecedented 
guidelines this summer to help companies identify environ- 
mental risks when they arrange insurance cover. The Joint 
Pollution Working Group includes the Association of British 
Insurers, tee Association of Insurance and Risk Managers and 
the Lot don Insurance and Refasurance Market Association. It 
was set up after Cologne Re, a Wg German reinsurer, critic- 
ised the way environmental risk was insured. Insurance com- 
panies have also been alarmed by the litigation spawned in 
the US by efforts to clean up contaminated land under Wash- 
ington’s costly Superfund legislation. Layla Boirfton, London 
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Imports take bigger share 

Imports increased their share of the market for commercial 
vehicles of all types last month, figures bum the Society of 
Motes* Manufacturers and Traders showed. Imports accounted 
for 53.9 per cent of sales, up from 4G.6 per cart a year 
before. For the first quarter, imports accounted for 53.7 per 
cant up from tee 1997 period's 48.5 per cent. Combined 
demand for imported arid UK-made commercial vehicles 
increased by 26.6 per cant in March compared with the same 
month a year before. Light vans, mainly derived from cars, 
saw a 30.4 per cent increase in registrations; panel vans, typi- 
fied by Ford's market-leading Transit, saw a rise of 28.5 per 
cent, while trucks - vehicles of more than 3.5 tonnes - saw a 
24.7 per cent increase. Registrations of buses and coaches 
rose by 17.2 per cent John Griffiths, London 
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TECHNOLOGY WORTH WATCHING 


Process makes 
power from 
old lumber 

A group of German 
researchers has developed a 
process for converting 
unwanted wood into gas, 
which can be used to 
generate electricity and heat 

The process uses “fluidised 
bed gasification" to convert 
the wood into gas, which is 
then cooled and used as fuel 
for an engine. Its overall 
efficiency is much higher than 
if the wood was burned and 
the heat used to drive a 
steam turbine. 

The biomass cogenerator, 
was developed by the 
Fraunhofer Institute for 
Environmental Safety and 
Energy Technology. 
Fraunhofer Institute for 
Environmental. Safety and 
Energy Technology: Germany. 
Tel 2088598186; fax 
2088598290. 

Battery 

breakthrough 

Research by the 
Massachusetts institute of 
Technology could lead to 
energy-efficient batteries. The 
researchers identified a new 
class of materials that could 
form the cathode - or 
negative electrode - of lithium 
batteries. Lithium batteries 
have the highest energy 
density of alt rechargeable 
batteries, making them 
particularly suitable for 
relatively Ught items such as 
laptop computers. The snag is 
that the material normally 
used for the cathode - lithium 
cobalt dioxide - Is expensive. 
The researchers substituted 


aluminium, which is light and 
relatively cheap, for some of 
the cobalt. This raised the 
voltage of the battery while 
decreasing the density of the 
material, according to a report 
in Nature, the international 
science journal. 

Massachusetts Institute of 
Technology: US, tel 
6172531581; fax 6172586534. 

A blow for 
cold sufferers 

New approaches to 
preventing colds could be 
opened up by the discovery of 
the structure of pat of the 
receptor that allows cold 
viruses to enter the body. 

US researchers found that a 
common cold virus - 
rWncnwus 16 - contains 60 
sites capable of connecting to 
a receptor, called I CAM-1 on 
human oeBa. The normal 
function of ICAM-1 is to hold 
white blood ceils in place so 
that they can fight Infection. 

Using X-ray crystallography, 
the scientists found that the 
virus attaches to a dtfforent 
site from the one used by 
white blood cells. If scientists 
could prevent that interaction i 
from occurring, it would be 
possible to eliminate many 
coMs In humans without 
I interfering with the normal 
function of the receptor. 

Two teams, from Harvard 
Medical School and Purdue 
University have reported 
similar findings, described in 
this month’s Proceed ngs of 
the National Academy of • 
Sciences. 

Purdue University: US, tel 
7654942096; http-J/ 
news.uns.purdue.edu/ 

Vanessa Houlder 



MANAGEMENT PAPER INDUSTRY 


Breaking with run-of-the-mill attitudes 


The papermaking sector is at last considering innovations, 
such as customer care and consulting the workforce, that 
are standard practice elsewhere, says Tony Jackson 


The late 1990s are not 
good time to be in 
capital-intensive 
industries. Competition is 
fierce, the cycles vicious and 
returns meagre. Among the 
sufferers are steel, petro- 
chemicals and oil refining. 
But the worst of the lot is 
the industry. 

During the 1990s, all but 
two or three of the world’s 
paper-makers have failed to 
cover their cost of capital. It 
is an unsustainable situa- 
tion. with the companies 
themselves divided on how 
to rectify it 

In ways not unique to 


their Industry, they are pris- 
oners of traditional thinking 
Their response to abysmal 
pricing is to cut costs and 
consolidate yet further. Ideas 
such as pleasing rather than 
confronting the customer, or 
consulting rather than con- 
trolling the workforce, are in 
their Infancy. 

We explored these issues 
recently in separate but 
related conversations with 
two of the industry’s bosses: 
John Dillon from Interna- 
tional Paper of the US. and 
Eugene van As from Sappi of 
South Africa. 

Sappi is the world’s big- 


gest fine paper company, 
while International Paper is 
the world's biggest paper 
company, period. Since 1995, 
International Paper’s stock 
has halved relative to the US 
market Against the Johan- 
nesburg market, Sappi's has 
Mien by three-quarters. 

The case for consolidation 
is set out by Mr van As. 
First he says, the size and 
cost of world-scale plants 
has soared in the past two 
decades. A pulp mill may 
cost up to gl^bn and a paper 
machine 5500m. These sums 
are beyond the reach of all 
but the largest of the Indus- 
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try’s makers. Second, these 
plants are larger in relation 
to their markets, and thus 
worsen the Industry cycle. In 
Austria, Sappi is budding a 
machine with annual capac- 
ity of 470,000 tonnes. The 
European market for the 
grade it makes is about 3m 
tonnes, rising at 6 per cent 
to 7 per cent a year. So one 
machine accounts for two 
years’ market growth. 

For Mr van As, the answer 
is clear. The world market 
for that particular paper 
grade is 17m tonnes. Sappi 
must therefore exploit its 
global position to sell that 
machine's output into North 
America and Asia. 

But if Sappi’s big competi- 
tors in those markets follow 
suit the overcapacity prob- 
lem is simply translated to a 
world scale. This is where 
the third motive for consoli- 
dation r«mi« in 

Reduce the number of 
manufacturers, Mr van As 
argues, and you cot the risk 
of overbuilding and excess' 
inventories - the two main 
forces driving the cycle - for 
the industry as a whole. The 
aim is what is politely 
known as an orderly market 
but is this not another way 
of describing a cartel? 

Not at all, Mr van As says. 
The past decade has seen the 
emergence of very huge cus- 
tomers - that is, paper dis- 
tributors - on both sides of 
the Atlantic; The result is am. 
imbalance, with fire supply 
of paper more fragmented 

than the ritumanH 

. This leads to . confused 
market signals, with small 
suppliers building inventory 
one month and slashing 
prices the next But custom- 
ers do not care much what 
the price is. provided they 
are not paying more than 
their rivals. 

A structure such as the 
food industry, with a hand- 
ful of big supermarket 
chains and ^ few big manu- 
facturers, would lead to 
price stability, and both 
sides would be happier. 

Well, maybe. In the mean- 
time. a note of belligerence 


is creeping In. Mr van As is 
particularly peeved by cus- 
tomers who speculate in his 
product. “We’ve said very 
firmly that we will not build 
inventory for people to spec- 
ulate against us," he says 
flatly. “We’ll take down-time 
[at our millsj instead.” 

So there we have it: a cor- 
nered Industry, which in the 
last resort sees Its customers 
as the enemy. Over at Inter- 
national Paper, what does 
Mr Dill cm make of this? 

Perhaps unsur p risingly for 
the industry leader, his tone 
is mare diplomatic. First, he 
says, his company has prob- 
ably been the biggest force 
for merger in the industry. 
But the motive was globali- 
sation rather t han consolida- 
tion, which he does not see 
as a panacea 

“We’re in some businesses 
where there are only two or 
three players, and they’re 
very c om pe titi ve.” he says. 
Granted, consolidation 
might lead to better market 
Signals. "But no ttiaMat how 
good the signal, you still 
have' to do something about 
it,” he adds. 

The typical paper com- 
pany, Mr Dillon argues, 
takes it as an article of foith 
that it has the lowest-cost 
capacity in the world. So 
even if the market is signal- 
ling a glut, companies will 
go on running their 
machines regardless. 

^.IQus -results -in. bom from 
an obsession with Tnamrfa<v 
truing efficiency. His com- 
pany, Mr Dillon says, was 
historically no different: “We 
had the single belief that 
success came from a low- 
cost, highly efficient manu- 
facturing strategy. You can’t 
win without that, but you 
can’t won cm just thai dimen- 
sion.” 

So what else is needed? 
Above all, a focus on Uxe 
customer. Bizarre though it 
sounds, this evidently has 
the force of novelty. “If you 
wrote ‘International Paper 
starts to think of customers’, 
then we’d get heB,” he says. 
“But though we’ve been in 
business for 100 years, 


barfing to think about what 
we can do with our custom- 
ers is relatively new." 

So in packaging, for 
instance. International Paper 
aims to sell its skills in 
graphics and design. Some 
customers will be offered 
help with their manufactur- 
ing and others offered advice 
od safety. 

Another innovation, Mr 
Dillon says, is to use the 
knowledge of his production 
workers. Again, this is 
scarcely a novelty elsewhere: 
the world motor industry, 
for Instance, learnt it from 
Toyota long ago. 

But his industry. Mr Dil- 
lon says, has laid such stress 
on sophisticated process con- 
trols that the human ele- 
ment has been excluded. He 
now aims to consult workers 
on, for instance, small varia- 
tions in the moisture content 
of paper across the machine. 
Improvements' in productiv- 
ity and quality, he says, 
have been striking. 

Finally. Mr Dillon has dis- 
covered that it does not 
always pay to run his nulls 
flat out “History has always 
said producing more is a 
way to reduce your costs." 
he says. “But when you 
study it. marginal output 
can be very expensive. We're 
reducing production at some 
mills, and getting cost reduc- 
tion. 

“That also gives us 
-standby capacity* so’ when 
demand does come': we don’t 
have to spend to’ meet it. 
That's very basic economics, 
but it’s something we 
haven’t understood - or prac- 
tised." -• 

Mr van As and MT Dillon 
are not short of solutions. 
But will they be in better 
shape to cope with the next 
cyclical downturn? Neither 
is sure: a fact that speaks 
volumes for the industry's 
morale. 

“I think people will be 
very careftd," Mr Dillon con- 
cludes. “But there are two 
horrible terms in any indus- 
try: I'm the low-cost pro- 
ducer. and it's different this 
time." 


Auction 

Notice. 

Bids are now being accepted 
to enter California’s competitive 
power generation market 
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CINEMA T. 

Incredulity rules as 
angst is exorcised 

This is the greatest anti-political correctness comedy 
we may ever see, writes Nigel Andrews 


Is the rebellion happ ening at 
last? Only recently, in As 
Good As It Gets , Jack Nichol- 
son got in 30 minutes of pet 
hates and prejudices before 
the pc police arrived. He was 
then de-Scrooged with help 
from a loving woman, a little 
dog and lots of contrite dia- 
logue. 

In Deconstructing Harry 
Woody Allen makes the 
greatest anti-political cor- 
rectness comedy we may 
ever see; with no ripafhhc^ 
repentance. From the 
we were told to hate by the 
tabloids a few years ago, 
ctrca the Farrow affair, here 
are 100 minutes of crazed, 
funny, redemptive indigna- 
tion, volleyed back at self- 
righteousness, hypocrisy and 
indeed any belief system 
that claims the world raw be 
a place of tidy rules and 
emotions. 

Allen’s distraught writer- 
hero rails against women, 
shrinks, parents, lawyers, 
Jews and himself. And why 
not? Literary rivals are out 
to get him. A vengeful ex- 
flame (Judy Davis) wants to 
shoot herself or him. Mean- 
while he tries to exorcise his 
angst over psychotherapist 
wife Kirstie Alley and fanati- 
cal Hebrew sister Caroline 
Aaron by merging them, 
imaginatively, into a fic- 
tional Yiddish banshee 
played by Demi Moore: a 
mixture of Freud and Moses 
in drag. 

Everyone here has a Ac- 
tive alter ago as we shuttle 
between real life and mental 
"novelisatioiT. The style is 
confusing for five minutes 
before we start relishing its 
richness. A hero-in-duplicate 
- Allen and his imagined 
self played by Richard 
Benjamin - presides over a 
jostling r»«t also including 
Billy Crystal, Elizabeth 
Shue, Mariel Hemingway 
and Robin Williams. This 
last plays an actor and third 
Alien projection who, surre- 
al! y. can’t get into focus for 
the camera. Literally. He 


can’t sharpen his own fuzzy 
outline. 

The film’s central charac- 
ter isn’t just a curmudgeon. 
Life’s complexity, and that 
of life’s relation to ait, fuels 
his wayward deHght in life 
and art. As an actar-comedi- 
an- writer- fi lmmak er Allen 
has always been good at 
incredulity. He maite 1 don’t 
believe this!" a catch-phrase 
long before the Victor Meld- 


DECQNSTOJCTING . HARRY 

Woody Allen 

EiPECTATONS 

Alfonso Cuaron 


midnight in the garden 

OF GOOD AND EVIL 

Clint Eastwood 

GUMMO 

Harmony Korine 

hardraSn 

Mikael Salomon 


like rr is 

Paul Oremland 


rew Character in the televi- 
sion programme One Foot bi 
The Graue. 

So it is right that when his 
celebrity author-hero finally 
fetches up at the movie’s 
only real plot destination - 
an honours ceremony at his 
old university - he brings 
his chaos with him. He 
arrives with a black prosti- 
tute, a kidnapped son and a 
dead body. Don't ask how; go 
and find out 

The movie’s technique is 
as inventive as its bustling 
iconoclasm. When actor 
Woody isn’t giving voice to 
heretical sex reveries or 
enlightened atheism - 
“Between air conditioning 
and the Pope Til take air 
conditioning” - director 
Woody is playing cut-up 
with the sound or visuals. 


He gvtgnrig even further the 
raggedy documentary style 
of Husbands” And Wives: 
handheld camera; cuts in 
mid-shot or even mid-sen- 
tence. And sometimes he 
throws in an unrelated 
shaggy dog stray with new 
characters, so that toe have 
to work out the relevance of 
(say) the elderly wife ner- 
vously inquiring into her 
husband’s history as an axe- 
murdering Mimlh al 
This is a film to explore 
and exult in. I had suspected 
a failure of nerve when 
Allen's first films after his 
media crucifixion included a 
dainty comedy (Manhattan 
Murder Mystery) and a fea- 
ture-long party political 
broadcast about his caring- 
ness as a father ( Mighty 
Aphrodite). He seemed to be 
saying, “Sorry, world, 
please love me.” Decon- 
structing Harry says “Go 
jump in the lake, world. This 
is what I and the rest of 
bewildered, passionate 
humanity are like. Love us 
or leave us.” 

★ 

Anne Bancroft is the only 
reason to see Great Expecta- 
tions, in which Dickens's 
novel is translated to mod- 
ern-day Manhattan and Flo- 
rida. Playing a gulf coast 
Miss Havisham, she lives in 
a Getty-sized mans ion and 
seems to have emerged from 
some “Come dressed as Mel- 
ina Mercouri” party. Blonde 
wig, Upsticked moue of a 
mouth, and enough eye-liner 
to sink a Ship- 
Being ambulant rather 
than chairbound, this 
Havisham literally dances 
rings around the ersatz 
Pip (Ethan Hawke) and his 
Estella (Gwyneth Paltrow). 
And when her guest-star 
stint is finished, she is 
replaced as plot catalyst by 
Robert De Niro, whose mod 
Magwitch is at least a .rea- 
sonable substitute. Else- 
where, though there is some 
pretty photography insipid- 
ity reigns, or even pours. 


THE ARTS 



*Go jump m the Idee, world*: Kirstie Alley and Woody Allen in ‘Deconstructing Hairy' 


* 

Despite its bombastic title, a 
delightful air of unhurried 
elegance permeates the first 
hour of Midnight in the Gar- 
den of Good and Evil, Clint 
Eastwood’s adaptation of 
John Berendt’s best-selling 
novel, writes Peter Aspden. 
John Kelso (John Cusack) is 
the New York journalist sent 
to Savannah to cover the leg- 
endary Christmas party of 
antiques dealer Jim Wil- 
liams (Kevin Spacey). 

He finds plenty to amuse 
him in an alien world of con- 
trived gentility and wilful 
eccentricity, and Is happy to 
play along, jousting good-hu- 
mouredly with his sophisti- 
cated host and picking up 
some gratuitous love inter- 
est (Alison Eastwood) along 
the way. 

But his reporter’s instincts 
are aroused; and after being 
lulled to sleep by the tape of 
extraneous city noises he 
has thoughtfully brought 


with him, he wakes up with 
more than a 600-word society 
piece inside him -“It’s like 
Gone With the Wind on mes- 
caline." he tells his editor 
excitedly. 

So far, the languorous 
pace and affectionate tone 
adopted by Eastwood work 
wonderfully well. Cusack 
and Spacey are excellent, 
and the air of menace 
beneath the civility is con- 
veyed with subtlety and 
charm. 

But then the calm of both 
story and movie is disturbed 
Williams shoots his gay 
lover (Jude Law) in apparent 
self-defence and has to face a 
traumatic trial - but how 
will this strange, upstanding 
community deal with this 
dramatic coming ont? 

Eastwood slightly loses his 
touch here; in trying to 
avoid the cliche-ridden 
courtroom drama, he also 
allows the film's momentum 
to drop. And in The Lady 


Cbablis — a quipping, flirta- 
tious transvestite played by 
him/herself — he has a char- 
acter that is simply too 
strong for the delicate bal- 
ance of the movie; a scene in 
which (s)be accompanies 
Kelso to a black graduation 
ball in particular is too long 
and too camp for the film’s 
narrative thrust But much 
to enjoy nevertheless. 

Another side of America 
entirely is depicted, with 
rather less celebration, in 
Harmony Korine's bleak 
debut feature Gummo. Set in 
the char mless suburbia of 
Xenia. Ohio, a town laid 
waste by a tornado and 
seemingly torn from its 
moorings of normalcy, this 
rambling pseudo-documen- 
tary account of two teenage 
boys on an unknowing ram- 
page of cat-and-granny kill- 
ing sets out to shock, and 
su cc e e ds. 

There is no little accom- 
plishment in 23-year-old 


Korine’s control of his star- 
tling images; and no short- 
age of confidence in his 
treatment of disturbing 
issues such as drug use. 
prostitution and mental and 
physical handicap. Korine's 
most explicit influences are 
Diane Arbus and Godard, 
and if that sounds like hard 
work, it is. 

But Gummo repels and 
compels in equal measure, 
its infinitesimal touches of 
tenderness - the casually 
despatched remarks from 
both children’s single par- 
ents that they miss their 
partners, a desperately sad 
encounter between the 
younger boy and a blind, 
retarded, overweight girl 
who has been forced into 
prostitution - compensating 
for the occasional moments 
of contrivance. 

Hard Rain has Morgan 
Freeman and Christian 
Slater racing round in 
groovy powerboats as a $3m 


armoured car heist is way- 
laid by a midwestem river 
flood. At the risk of stating 
the obvious, there is simply 
too much water around for 
this to work: once we are 
through the first round of 
duckings, divings and 
drownings. there is nowhere 
left to go but downwards, in 
eveiy sense. 

Like It Is is an energetic 
independent British film 
which asks us to consider 
the improbable plight of a 
northern bare knuckle 
fighter who sleeps with his 
Manchester United shorts on 
(ves. a very masculine fel- 
low) coining to terms with 
his blossoming gay sexuality 
in swinging Soho. Roger Dal- 
trey is splendidly over the 
top as a lewd music execu- 
tive, Dani Behr is a pleas- 
ingly shrewish stnger-on-the- 
skids but this works more as 
a music biz in-joke than the 
sensitive love story it tries to 
be. 





Cold hand of fate 


THEATRE_ 

SM^HBAMING 

The Iceman Cometh 
Almeida Theatre, London HI 


Bars are proliferating across the 
London stages, but there is surely none 
as dejected as the one that occupies the 
Almeida playing space for Howard 
Davies’s towering revival of The Ice- 
man Cometh. 

In Bob Crowley’s design for Eugene 
O'Neill’s 1912 “No Chance Saloon", the 
very bar is stiHmg do wnhill — but 
the fancy light fittings suggest that 
once, like its occupants, it knew better 
times. When we enter the auditorium, 
the decrepit bunch of alcoholics who 
call the place home are there before us, 
slumped over the tables. It looks an 
unlikely venue for an in tellectual tus- 
sle about the validity of truth as 
against what Ibsen called the “life 
lies", but O’Neill has set the debate 
amongst those to whom it means most 
- men who have nothing left but their 
pipedreams. 

O’Neill’s journey through the lower 
depths is not one to be taken swiftly: 


the Almeida’s production comes out at 
four hours plus and the biggest laugh 
of thg evening ramp when one charac- 
ter growled at another “get on with it 
you long-winded bore.” But sticking 
with it pays dividends. For the first act 
we are simply steeped in the life of the 
men in the bar. At one point. Harry 
Hope, the ironically named owner of 
the bar, begins to wax lyrical about his 
dead wife, and the whole cast moves as 
one towards 1dm like a shoal of fish, 
recognising a bout of reminiscence that 
usually hpraiHg th» opening of a bottle. 

The large and excellent cast differen- 
tiates superbly between various types 
of drunkenness and dereliction. There 
is toe foiled attorney (Duncan Bell); toe 
wheedling black gambler (Clarke 
Peters); the downtrodden war corre- 
spondent (Ian Bartholomew); the for- 
mer anarchist who has given up on life 
(Tim Hggott-Smith) and the twitchy 
traitor who seeks his help (Rupert 
Graves). But neither O'Neill nor the 
cast allow you to forget toe desperate 
plight of these men. AD eyes swivel 
every time the bar doors open as the 
man wait for an expected guest: 
Hickey, a travelling salesman given to 
regular benders, who will bring with 


him money to burn on and with it 
booze and oblivion. 

But this time, when Hickey blows in, 
he brings with him an icy draft. 
Hickey, played by Hollywood star 
Kevin Spacey, has reformed and wants 
to convince his drinking cronies that 
they should abandon their pipedreams 
and face the truth about themselves. 
Who and what exactly is Hickey? His 
purpose and nature are as mysterious 
as those of Priestley’s famous inspec- 
tor. and Spacey’s performance is won- 
derfully unsettling. 

Dapper, twinkly. pliant, the sil- 
ver-tongued salesman selling salvation, 
he breezes in and manages to be both 
charming and sinister as he glides 
around the bar, touching the old folks 
on the shoulder as if fully convinced of 
his healing power. He preaches self- 
awareness, which sounds grand; but as 
his final speech, delivered with 
hair-raising insouciance, reveals, his 
own self-discovery was bought at a ter- 
rible price. 

There are places where Davies’s pro- 
duction flags and the plays mysterious 
power loses out to its unwieldy length 
and repetitive text, but on the whole 
this is a skilfully crafted staging that 
allows the play's icy hand to grip os. 

The Abnakta Theatre's 97/98 season is 
sponsored by AT&T. 
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Arts 

Guide 


AMSTERDAM 

OPERA 

Netherlands Opera, Het 
Muztektheater 

Tel: 31-20-551 8911 
Wozzeck: by Berg. Wim Trompert 
directs a revival of Willy Decker’s 
1994 production, with designs by 
Wolfgang Gussman- With the 
Netherlands Philharmonic 
conducted by Hartmut Haenchen: 
Apr 16. 19 . 21 

BELFAST 


DANCE 

Deutsche Oper 
Tab 49-30-34384-01 
La Sytphkte: revival of a production 
designed by David Walker and 
directed by Peter Schaufoss, after 
August BoumonvBle; 

Apr 18 

OPERA 

Deutsche Oper 

Tot 49-30-34384-01 

• Der Prinz von Homburgc by 
Henze. Conducted by Christian 
Thielemann in a staging by Gotz 
Friedrich: Apr 16 

• Parsifal: by Wagner. New 
production conducted by Christian 
Thielemann in a staging by Gotz 
Friedrich: Apr 19 

Staatsoperunter dan Lfoden 

Tel: 49-30-2035 4SSS 
wwwMaatsoper-borSn.org 
Die Metstersfnger von NGmberg: by 
Wagnar. Harry Kupfer’a new 
production is conducted by Daniel 
Barenboim and Sebastian Weigie; 
Apr 19 


OPERA 

Grand Opera House 
Teh 44-1232-241919 

The National Opera of Latvia: 

Nabucco, by Verdi; 

Apr 16 


BERLIN 


Staatsoper urtter den Linden 
Tel: 49-30-2035 4555 

www.staatsoper-bertin. org 
Berlin PhflharmonIc.Orchert« 
conducted by Daniel Barenboim 
works by Liszt Schumann and 
Beethoven; Apr 16 


in 


BIRMINGHAM 

CONCERT 
Symphony HaB 

Tel: 44-121-212 3333 
tvo PogoreSch: recital by the 
pianist of works by Rachmaninov, 
Granados, Prokofiev. Schumann 
and Chopin; Apr 23 


CHICAGO 

CONCBTFS 
Orchestra Hall 

ret 1-312-294-3000 
www.chicagosyniphony.org 
m Chicago Symphony Orchestra:- 


i 


i 


conducted by Donald Runnkdes in 
works by Wagner, Haydn, Part and 
Britten. With ceflo soloist John 
Sharp; Apr 16. 17, 18, 21 
• Chicago Symphony Orchestra: 
American premiere of Carter’s 
Clarinet Concerto, conducted by 
Pierre Boulez with clarinet soloist 
John Bruce Yeh. The programme 
is completed by Mahler’s 
Symphony No. 1 in D Major; 

Apr 23 


FLORENCE 

OPERA 

Maggio Musfcale Florentine 
Teh 39-55-211158 
wwwjnaggiofiorentino.com 
The Lady Macbeth of the Mtsensk 
District by Shostakovich. New 
production by Lev Dodin, 
conducted by Semyon Bychkov; 
Teatra Comunale; , 

Apr 21 


FRANKFURT 

CONCERT 
AKe Oper 
Teh 49-69-134 0400 
Chwnber Orchestra of Europe: 
conducted by Nikolaus 
Harnoncourt In works by Schubert 
Mendelssohn raid Schumann. With 
violin soloist Thomas Zehetmaif; 
Apr 21 


GENEVA . 

CONCERT 

Victoria Hal 

Tek 41-22-317 0017 

Orchestra de la Tonhalie de Zurich: 

conducted by David Tinman In 

works by Bartok end Mahler. With 

viofin soloist Viktoria Muflova; 


Apr 22 


LONDON 

CONCERTS 
Barbican Hal 
Teh 44-171-638 8891 
London Symphony Orchestra: 
Michael Tltson Thomas conducts 
works by Mahler, Ives and 
Bernstein; Apr 17 

Royal Festival Hafl 
Tel: 44-171-960 4242 

• PhOharmonia Orchestra: 
conducted by Mikhail Ptetnev in 
works by Tchaikovsky and BerGoz. 
Wife violin soloist Victor Tretyakov; 
Apr 16 

• London Philharmonic Orchestra: 
Ben-Hur. Projection of the 1925 
film with live performance of Cal 
Davis’s Score, conducted by the 
composer Apr 18 

• English Chamber Orchestra: 
conducted by Pine has Auksrman in 
works by Dvorak and Mozart, wtth 
piano soloist lyuko NakamJchi, and 
by Shuntaro Sato In Barton's Vtote 
Concerto, with Zukerman as victe 
soloist: Apr 2G 

• Phflharmonla Orchestra: 
conducted by Mikhail Ptetnev In 
works by Berlioz aid Tchaikovsky. 
With mezzo-soprano Jean Rigby; 
Apr 21 • 

• Orchestra of the Age of 
Enlightenment conducted by Sir 
Simon Rattle in works by Mozart, 
Berlioz and Beethoven. WHh 
mezzo-soprano Ann Murray; 

Apr 22 


MILAN 

OPERA 

Teatro alia Scata 


Tel: 39-2-88791 

www.lascMajn4ano.it 

Linda di Cham cum be by Donizetti. 

Co-production with Vienna 

StastBoper conducted by Roberto 

Abbado in a staging by August 

EvarCBng; Apr 17, 18 


MUNICH 

CONCERTS 
Phahanwonle Gastefg 
Tel: 49-89-5481 8181 

• Munich Philharmonic Orchestra: 

conducted by GOnter Wand in 
works by Schubert and Bruckner; 
Apr 19. 20, 21 

• Vienna Philharmonic Orchestra: 
conducted by Vlacfimjr Fadossejsw 
In works by Schubert, Haydn and 
Tchaikovsky; Apr 22 

• KJassische PhIBwnonie Bonne 
conducted by Heribart Befssel In 
woks by Rossini, Chopin and 
Beethoven; Apr 23 

OPERA 

Cart-Orff-Saaf, Gasteig 
Tel: 49-89-4809 8508 
Vision of Lear by Toshio 
Hosokawa. with a Bbretto by 
Suzidd and Hosokawa 
Co-production of the Munich 
Biennale with the Shizuoka 
Performing Arts Centra; Apr 
19.20,22 


NEW YORK 

opera 

New York City Opera, New York 

State Theater 

Teh 1-212-870 5570 

www.nycopera.com 

Paul Bunyaru by Britten. New 

production directed by Mark 

Lamos and conducted by Stewart 


Robertson; Apr 18, 22 


PARIS 

CONCERT 
SaOe Ptoyef 

TeL 33-1-4561 6589 
Orche s tra de Paris: conducted by 
Frans BrOggen In works by Haydn 
and Mozart With celfist Trtds Mode 
Apr 22, 23 


SAN FRANCISCO 

CONCERTS 
B evi e s Symphony Hall 
Teh 1-415-864 6000 
wwwjsfsymphony.org 

• San Francisco Symphony 
Orchest ra: conducted by Aiasdak 
Neale in works by Haydn. Marti 
Epstein, Elgar and Schumann, wtth 
piano soloist Hdldne Grimaud; Apr 
16,17,18 

• Alfred Brands!: redtal by the 
pianist of works by Mozart, 
-Schubert and Haydn; Apr 19 

• Isaac Stem: recital by the 

vfoDntet, wife pianist Robert 
McDonald; Apr 21 ' 

• Ban Francisco Symphony 
Orchestra: conducted by Hugo 
Wolff in works by Debussy, Mozart 
and Schumann. With piano soloist 
Afcta de Larrocha; Apr 22. 23 


STOCKHOLM 

EXHIBITIONS 
Modems Museef 

Tel: 46-8-5195 5200 
wwwjmodemamuseeLso 
W "No one’s dogs”: 100 Years of 
Swedish Art 100 works, specially 
selected to trace the history of 
modem art in Sweden; ends on 
Smday 


• Wounds: Between Democracy 
and Redemption in Contemporary 
Art. The Inaugural exhibition in the 
museum's new building examines 
developments in the visual arts 
from the 1960s to the present; 
ends on Sunday 


TOKYO 

CONCERT 

Bunkamura 

Tel: 81-3-3477 9999 

Tokyo Philharmonic Orc h e s tra: 

conducted by Htroyuki Iwakj in 

works by Ichiyanagl, Szymanowski 

and Tchaikovsky. With viofin soloist 

Natsuko Yoshimoto; Orchard Hall; 

Apr 17 


TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received In western 
Europe on medium wave 648 kHZ 
(463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday. GMT: 

(XL30: Moneyfine with Lou Dobbs 
13.30: Business Asia 

19J3Q: World Business Today 
22J 30 i World Business Today 
Update 

• Business/Markat Reports: 
05.-07: 06:07; 07:07; 08:20; 0920; 
1020; 1120; 1122; 1220; 1320; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports live from LIFFE as the 
London market opens. 
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COMMENT & ANALYSIS 



HTf 1 ^ SAMUEL BRITTAN 

ECONOMIC VIEWPOINT 

A parallel pound 

The use of the euro alongside sterling could help reconcile the 
needs of the domestic economy with those of exporters 


Generals are not the only 
ones who fight the last war, 
members of the economic 
establishment often try to 
avoid the mistakes of the 
last business cycle, only to 
repeat those of the cycle 
before. 

Many British economists 
are so determined to avoid 
what they regard (usually 
with hindsight) as the 
mistakes of the late 1980s - 
when interest rates were 
kept down too long so that 
sterling could shadow the 
D-Mark - that they seem 
determined to repeat Instead 
the errors of the early 1980s. 
Then, the preoccupation 
with domestic monetary 
discipline led to an 
overshooting of sterling and 
a severe recession, initially 
in manufacturing, but 
finally in the whale 
economy. 

The decision of the Bank 
of England Monetary Policy 
Committee last week to beep 
interest rates on bold is a 
merciful relief. But it will 
not resolve the conflict 
between the needs of the 
domestic economy and the 
sectors exposed to overseas 
trade. 

Gavyu Davies of Goldman 
Sachs has been trying to act 
os chief whip to the MPC by 
proclaiming that its duty is 
only to keep down the 
forecast for one particular 
measure of inflation two 
years ahead. He puts quite 
excessive emphasis on a 
variation in the small print 
of the 1998 Budget Red Book 
which omits earlier 
references to “supporting 
the government's economic 
policy" without prejudice to 
the inflation goal. 

Yet this wider objective 
remains part of the Bank's 
remit It is curious that an 
economist who supports the 
government should reproach 
the MPC for being too 
concerned to support that 
government's growth and 


employment goals. More 
important the MPC consists 
of people, not automata. 

National currency 
managers have no option 
but to engage in an uneasy 
compromise between 
domestic objectives and 

exchange rate stability. The 
more they insist on the 
primacy of one, the more 
sure we can be that events 
will force them Into a 
U-turn, all the more 
shattering for being delayed. 
Even in the days of Bretton 
Woods, Germany had at 
times to revalue the D-Mark 
or let It float upwards to 
contain domestic inflation. 
Governments that have tried 
to ignore the exchange rats 
have also had to eat their 
words. After years of 
“benign neglect", the Reagan 
a dminis tration initiated in 
1985 an international 
attempt to reduce the value 
of the dollar. Even the 
Thatcher government 
started to redefine monetary 
policy in the early 1960s 
when the strength of sterling 
became too much of a good 
thing and unemployment 
started to shoot upwards. 


M emb er ship of Emu would 
of course ^ the pound's 
violent swts& by getting rid 
of sterling as a separate 
currency - some 90 per cent 
of UK gross domestic 
product would then be 
traded within the euro zone. 
But the problem erf c u rr e ncy 
fluctuation would be 
replaced by a different one: 
an interest rate designed to 
meet average conditions in 
more than 11 countries - but 
in practice heavily 
influenced by the needs of ' 
German ^ French 
industry - would often not 
be suitable for the UK. 
Ireland, which is 
experiencing an even greater 
boom and which expects to 
join Emu at the outset, 
should provide a trial run. 

Meanwhile, several 
UK-based international 
companies have said they 
intend to present thetr 
accounts in euros as well as 
sterling. They may also In 
time Invoice exports In 
euros. These actions remind 
us that Latin American 
countries have long used the 
dollar as a parallel currency 
for external and large 
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domestic transactions while 
retaining domestic 
currencies for other internal 
business. A similar dual 
system applies In Russia and 
other former Communist 
countries. Dual currency 
systems already exist In 
border areas of Europe. 
Austrian ski lifts will often 
post up prices in D-Marks as 
well as arhrnVng fL . 

Simply using the euro as 
an alternative unit of 
account will not be enough. 
If wages are paid in sterling, 
and domestic components 
and ser v i c es are also priced 
in domestic currency, profit 
marg ins will stfH come 
under heavy pressure when 
the pound rises. Companies 
will still have to Is^ off 
wo r k ers whom it no longer 
pays to employ. 

To relieve the problem, a 
dual currency system win 
have to go further. Workers 
who want security of ■ 
employment will have to 
accept the option of being 
paid in euros, and the same 
option will have to be 
offered to suppliers of 
intermediate products. 

The competing currency 
approach has quite a long, if 
chequered, history in British 
policy. It was first proposed 
by Nigel Lawson as an 
alternative to a single 
Eu rope an currency. This 
was after Lady Thatcher had 
taken h w TnTniwtflr a arid 

officials by surprise at the 
1966 Madrid summit by 
offering to prepare an 
alternative route to 
monetary union. Sir Peter 
Middleton, then Treasury 
permanent secretary, was so 
astonished to hear the news 
on the radio that he nearly 
drove his car into a tre& . 

A second version of the 
plan, known as the "hard 
Ecu", was put forward by 
John Major when he was 
chancellor. It was a scheme, 
to transform the Ecu from a 
simple basket of currencies 
into a real currency that 
could be held-by European 
I nationals if they so chose. It 
also Imposed complicated 
convertibility obligations on 
national authorities.* 

Both plans foil on stony 
ground because they were 
offered as alternatives to the 
single currency that the 
main EU players had already 
decided to adopt Lord 
Lawson had got the idea erf . 
competitive currencies from 
tho ftre juritat aaumht 
Friedrich Hayek. He had 


arrived at currency 
competition out of despair 
that governments would 
adopt sound money policies 
without the threat of their 
own currencies being 
abandoned. Treasury 
officials strove to shift the 


between actual currencies to 
competition between 
monetary pobdes. 

Conditions have now 
revived for currency 
competition in the earlier 
Lawson form. The fact that 
it does not require a new 
inte r n ational In sti tu ti o n or 
treaty, which was seen as a 
disadvantage compared with 
the hard Ecu, is now an 
advantage. Moreover, the 
idea can now be simplified. 
Instead of competiti on 

between an indeterminate 
.number of currencies, the 
choice is likely to be 
between pounds and euros. 

There is still work to be 
done. The original British 
plan did not go into detail on 
matters such as legal tender. 
Moreover, if the euro la to 

Stand 3 chary fl nf com petin g 

against sterling in domestic 
transactions, it will be 
Important to allow taxes to 
be paid in it Some spin 
doctors suggest that Gordon. 
Brown is toying with just 
such a reform. 

The merit of currency 
competition is that it can he 
market led. The difficulty 
wifi be to persuade workers 
and suppliers to agree to be 
paid in euros, the sterling 
value of which win 

fluctuate. This is but a 
special case of what I call 
Britton’s Law, This says that 
it is possible for workers to 
have security of 
employment, or security of 
pay, but not both. The more 
you have cf one the less you 
have of the other. 

This principle has wide 
implications outside the 
present UK monetary 
debate. It supplies the clue 
to what workers and 
managers can do to reduce 
the job insecurity which 
some observers see arising 
fr om globalisation and new 
technology. That, however, 
is clearly a subject for a 
fttture column. 

*See Nigel Lawson's The 
Vim from, Number ll <pp. 
938-44), and Philip Stephens's 
Politics and the Pound 
(pp.ieo-ifij). 

samuel.britton@5T.com 
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LETTERS TO THE EDITOR 

Totally out of focus on the role 
of the US as sole superpower 

. .. a i vnn nek Is the world res 


From Mr Frank PeeL 

Sir, In "When life is at 
stake" (April 11-12), you take 
comp good pictures of one of 
the many trees which make 
up US foreign policy, but 
you lose all focus when you 
try to take in the whole for- 
est. US foreign policy is a 
joint venture between the 
executive branch and the 
Congress. And all the poli- 
tics is local, so Congress has 
much more than the “one 
eye" , you say it has on local 
issues. This is no less true in 
the UK than in any demo- 
cratic c o un tr y. The legi sl ato r, 
should always listen to the 
people who elect him or her. 

But when you conclude by 
asking whether the world is 
ready for a sole superpower 
i whose obsession (you say) is 
! the politics of reproduction, 
you’re totally' out of focus. 
You started out by talking 
about the politics of repro- 
duction in the limited area 


of foreign aid, and 1 guess, 
you got carried away fio that 
you <*"d up expanding the 
politics of reproduction to 
the politics of everything; or 
'at least to all foreign policy. 

• But as far as I know the 
politics of reproduction 
played no part in. the key US 
role in reaching the Ulster 
agreement which you make 
your lead front-page head- 
line ("Peace deal for N 
Ireland after last-minute 
appeal by. Clinton", April 
11-12). And the politics of 
reproduction plays no role in 
the key US rote in the Mid- 
dle East Or in the key US 
: .roIe in pushing Japan to 
save its economy and maybe 
the rest of us from recession. 
Or in the key US role in pre- 
venting Indonesia from, a 
.social explosion. Or is the 
key US role in preventing 
war in Cyprus. Or in the key 
US role in preventing war In 
Kosova And so an. 


You ask Is the world ready 
for. this sole superpower. 
That's a strange way _ to 
frame the question because 
this sole superpower would 
be happy to have others 
share the task, but the oth- 
ers seem chiefly to whine 
(with your article) either 
that the US is doing too 
much or that it is doing too 
little. 

Where, for example, is 
Europe when it comes , to 
dealing with Cyprus, or 
Ulster, or Kosovo, which are 
all in Europe. If, that Is, 
“Europe" really exists as 
anything other than a geo- 
graphical designation and a 
vast pork barrel of expensive 
and distorting subsidies. 

Frank Peel, 

member of the New . York 
Bar, 

87 Avenue de Bndd, 

1202 Geneva, 

Switzerland 


No justification for bullying attitude 


From Mr Andrew Anderson. 

Russia's bullying attitude 
to Latvia (“Moscow hints at 
Latvia sanctions”, April 9) is 
very worrying, recalling the 
sinister tactics used through- 
out this century by aggres- 
sive. undemocratic leading- 
powers against small and 
vulnerable neighbours. 

There Is no legitimate 
grievance which could jus- 
tify any form of economic 
warfare against Latvia. The 
excuse of the recent demon- 


stration in Riga is spurious; 
on that occasion the police 
behaved with commendable 
restraint, and the demon- 
strators were In any case by 
no ttwxitw all Russians. No 

doubt Latvian pensioners 
would like higher Incomes, 
but there is no discrimina- 
tion against minorities, even 
those who are the wives and 
widows of former KGB offi- 
cials, and many of those in 
work have salaries much 
lower than the retired. 


1 hope that the EU. Inter- 
national Monetary Fund, 
World Bank and others will 
take note of: this deplorable 
behaviour by a country 
which always claims to be 
acting from the highest 
motives, and make it clear 
that it must conform to civi- 
lised standards. 

Andrew Anderson, 

Gran ton Lodge, 

179 Granton Road, 
Edinburgh EHS 3RQ, UK 


More pressure means fewer available recruits 


From Professor Andrew 
J. Oswald. 

Sir, In arguing for external 
qualify assessment of aca- 
demics and teachers John 
Kay does not rnaWp the key 
point (“Shame game pays 
off”, April 15): If you put 
employees under more and 
more pressure, then you 


have to pay them more. Oth- 
. erwise you cannot recruit. 

We have a manifestation 
s erf *bi« difficulty in British 

- academic economics. I have 
been, collecting data on the 

- top 10 departments in the 
UK. The figures show that 
the flow <rf new British stu- 
dents Into PhD courses is 


close to zero. For good or ill, 
our children will not .be 
taught by Britons. 

Andrew J. Oswald, 
professor and PhD 
admissions tutor, 
economics department,. 
University of Warwick, 
Coventry CV4 7AL, UK 
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,t wo-, o-> much os he couid do to stow 
o wo y bin overcoat and bag and give 
our flight attendant, Gina, a drowsy 
•»mde before he fell fast ailoep. 

When he left us in New York, we 
hndn’5 the heart to Tell him he'd 
misted out on champagne, plump 
Frtesse chicken in a Burgundy sauce, not 
to mention our w orl d- be a ting icc cream. 
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PER SONAL VIE W DOMl ^QUE SJ3RAUSS-KAHN , 

Six of the best 

The Asia crisis has made the ‘new international architecture’ all the rage in discussing 
the world’s financial system. Here is a blueprint for reform 


R obert Rubin, my world savings; 
colleague at the the absorption 
US Treasury, and shocks; and to 
Michel Gam- quality of 
dessus, my compatriot at the Late l y, the ret 
International Monetary three accounl 
Fund, have both emphasised mixed. Persia 
the need to review the exist account deficit 
ing International achltec- ally led to cm 
ture. Making substantial Capital inflows 
adaptations for new flrnn- country's absor 
dal circumstances is an the ify have freque 
agenda cf the IMF's current ised macroecoi 
meeting; it deserves thor- ity. And w 
ough discussion. inves tment hnq 

In February, I made a first been benefieda 
contribution to this debate capital inflows 
in a letter to G7 colleagues, quantly given 
Building on it, and an subse- price bubbles ai 
quest contributions, I would tal accumulate 
now like to put forward 2 believe e£ 
Ideas grouped around six concentrate on: 
wain themes. • Improving ti 

1. Making capital markets supervision of 
work better. Economists ■ sectors, on boti 
have long known that mar- and the bom 
kets do not work well when wanking supe 

information is scarce or 

biased. In all Industrialised 

economies, governments pro- W© C3T1 ITT 

duce data that have the 

character of a public good a balance 

and help private individuals 

make decisions. But flnan- between II 

dal Information on, for 

example, the external llablli- sovereign! 

ties of the private sector and . 

the off-balance sheet com- internal! Of 

mitments of central banks 

remains insufficient, and made progress 
even misleading. This con- keep up with i 
tributes to market volatility, sophistication 
Information will not keep <9 finance, throu 
with the progress of global!- credit risk ind 
sation If public insti tutions thr ough exten d 
adopt a hands-off policy, slon to non-baoJ 
Three types of measures m Bunding a c 
should be considered: how for amntrii 

• If a country wants to ber- or quasi-fixed ex 
row from international capi- limit short - 
tal markets, it should be inflows througi 
required to fulfil data dis- and tax prerrisk 
semination standards. The • Addressing t 


world savings; to facilitate 
tiie absorption of temporary 
shocks; and to enhance the 
quality of investment. 
Late l y, the record an these 
three accounts has been 


ally led to currency crises. 
Capitol inflows <nr«wirng a 
country's absorption capabil- 
ity have frequently jeopard- 
ised macroeconomic stabil- 
ity. And while direct 
investment und oubtedly 
been beneficial, shortterm 
capital inflows have too fre- 
quently given rise to asset 
price bubbles or unwise capi- 
tal accumulation. 

I believe efforts should 


No one would dispute the 
fact that different societies 
may make different social 
choices. But we can main- 
tain a balance between pres- 
erving national sovereignty 


mixed. Persistent current and enforcing rules of con- 
account deficits have gene-- duct essential to a proper 


Integration Into the world 
economy. We can help by. 

• Fostering policy transpar- 
ency everywhere. That does 
not Imply uniformity; but, 
far example, setting medium- 
term policy targets public 
WOUld help Stabilise marl rgt 
expectations; 

• Making multilateral sur- 
veillance mare effective. The 
IMF should develop a gradu- 
ated response strategy; it 
should be able to make early 


• Improving the qualify of recommendations, and to 
supervision of the financial make public if govern- 


sectars. on both the lenders’ 
and the borrowers' side, 
wanking- supervision has 

We can maintain 
a balance 
between national 
sovereignty and 
international rules 


made progress, but must 
keep up with the growing 
sophistication of private 
finance, through refining 
credit risk indicators and 
through extending supervi- 
sion to non-banks; 

• Building a consensus on 
how for countries with fto-d 
or quasi-fixed exchange rates 
can limit short-term capital 
inflows through regulatory 
and tax provisions; 

# Addressing the problems 


m ea t s do not resp ond. When- 
ever possible, there is a case 
for implementing this sur- 
veillance on a regional basis, 
in association with the IMF; 

• Encouraging the adoption 
of exchange rate policies 
which do not prompt priv ate 
agents to disreg ar d currency 
risk and embark on reckless 
unhedged foreign borrowing: 

• Not limiting policy assis- 
tance to the traditional 
micro- and macroeconomic 
compacts, but recognising 
that social policies (for 
example, providing unem- 
ployment Insurance, or 
designing efficient health- 
care system) can be foster 
af fide ney-cnm-equlty - and 
thereby stability. 

4. Assisting countries in 
crisis. In the Mexican and 
South Korean crises, emer- 
gency liquidity was provided 
to countries that were not 
Insolvent In that respect, 
the IMF and the G7 govern- 


" onJMr ttelr 


implementation. 

• International institutions 
should enhance the collec- 
tion and provision of com* 
prehenstve financial data. 

• Institutions Involved in 
financial transactions (not 
only banks) generally main- 
tain sophisticated systems to 
measure risk exposure. We 
should find ways to aggre- 
gate this information and 
make corresponding statis- 
tics public. 

2. Making global finance 
more resilient The rationale 
far capital account liberalisa- 
tion is threefold: to cantiib- 


centres, which often repre-. 
sent obstacles to financial 
supervision (and, inciden- 
tally, to the fight against 
money laundering). 

S. Strengthening the pol- 
icy framework. Whatever 
the responsibilities of mar- 
kets in the Asian crises, no 
one can seriously dispute 
that a lack of policy trans- 
parency and miHtaifrtn policy 
reactions have contributed 
to the turmoIL 

The difficulty here has 
long been known. Some 
Aslan countries are adamant 
that rules for governance are 


lenders of twt ^P^sajs omid on 

OreSiH ™ , existing practice. Possibly, 

SSSS 3 ? 5SS£S 

this would risk making to 

■“* w i ouId T( not architecture. The only condi- 

P ° Ucies - tion 1 w omd add is that we 
^mrete. howev^ a ose for should implement our 
speedy mobilisation of reforms eff^vSy Not S 


oring IMF conditionality 
exactly to what is needed to 
restore financial stability. 

5. Limiting moral hazard. 
This does not affect recipient 
countries so much: govern- 
ments can be short-sighted, 
but the cost of a currency 
crisis (especially with an 
IMF programme) is so large 
that I doubt that govern- 
ments run risky policies 
because they expect a bail- 
out No, the risk is more sig- 
nificant on the lender’s side. 

The obvious solution is to 
Involve foreign private lend- 
ers and investors in working 
out the crisis. This was done 
In the Latin American debt 
crisis of the 1980s, and again 
in the Korean case. S imilar 
patterns should be followed 
in future. It will require sur- 
mounting legal and techni- 
cal hurdles, but it will in the 
end serve lenders’ interest. - 

6. Upholding official assis- 
tance. Aid is sometimes con- 
sidered a thing of the past 
Asia's crisis leads one to 
question that view. Even for 
countries with access to 
International ' capital mar- 
kets. there is room for offi- 
cial aid as private capital 
inflows may not go towards 
education, health. Infrastruc- 
ture. or the development of 
the information systems 
everybody calls for. Public 
flows can also substitute for 
private capital when a. coun- 
try is cut off from g y iftr 11 ?) 
finance. Aid should go fust 
to countries committed to 
r efo rm. Prance, the most 
generous donor among G7 
countries, will continue to 
provide significant resources 
to the poorest Others should 
da the same. 

These proposals build on 
existing practice. Possibly, 
one might prefer a bolder 
approach that would attempt 
to create a brand new inter- 
national regime. Following 
this temptation wo.uld not 
lead us far. On the contrary, 
we now have the resolve to 
®hke big improvements to 
the international financial 
architecture. The only condi- 
tion I would add is that we 
should implement our 


Selling tl 

v__' 

peace 


ute to a better allocation of part of national sovereignty. 


threaten (this Is the purpose 
rf the New Arrangements to 
Barrow decided after the 
Mexican crisis) and for tall- 


The author is France's cam- 
om y, finance and industry 
minister. 
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Strengthening 

global finance 


If nothing else, the Asian 
financial crisis has shattered 
c ompla cency. The entire “archi- 
tectnre” of the global financial 
system is under review. But a 
successful outcome will be diffi- 
cult to secure, since the Issues 
are intractable and contentious. 
As the shock hades, the powers- 
that-be may even decide to 
change rather little. If so, they 
will merely be inviting the nest 
calamity. 

At present, however, the 
ideas are flowing. The spring 
meetings of the International 
Monetary Fund and World 
Bank in Washington this week 

- and the accompanying discus- 
sions of the finance ministers of 
the Group of Seven leading 
industrial countries - have 
occasioned several contribu- 
tions. Foremost among these 
was a thoughtful speech by 
Robert Rubin. OS Treasury sec- 
retary. on Tuesday. But Mr 
Rubin is not alone, as today's 
FT article by the French eco- 
nomics minister, Dominique 
Strauss- Kahn, shows. 

Air Rubin concentrates on 
three issues: transparency; 
strengthening national finan- 
cial systems; ami ensuring pri- 
vate actors bear more responsi- 
bility for their decisions. This is 
far from an exhaustive list, but 
it does raise some of the central 
questions. 

Of these, transparency is the 
least contentious. The priority 
is to achieve a complete and 
up-to-date picture of the assets 
and liab ilities - above all, 
short-term assets and fiahOitleg 

- of public and private sectors. 
At present, available data on 
debt are virtually useless, being 
incomplete, late, or both. 

Large costs 

Serious controversy starts, 

however, with attempts! to 

Strengthen national financial 
systems. It has become evident 
that weak domestic regulation 
imposes large costs on other 
countries, through con ta gion or 
the high cost of bail-outs. In 
response, Mr Rubin calls far a 
"more complete range" of inter- 
national standards, along with 
heightened “international sur- 
veillance of countries’ financial, 


regulatory and supervisory 


This has a powerful implica- 
tion; the more interconnected 
are the world’s financial 
systems, the less independent 
regulatory authorities can hope 
to remain. Mr Rubin suggests 
that authorities In the big 
financial centres could condi- 
tion access to their own mar- 
kets on strong home-country 
supervision. This could have 
nwagmt the exclusion of Korean 
banks from New York or Lon- 
don prim: to December of last 
year. The idea is perfectly logi- 
cal - and potentially explosive. 

Credit judgments 

Perhaps most difficult of all is 
ensuring that losses are prop- 
erly borne by those who made 
the mistaken Achieving this is 
made more difficult by the fa*** 
that, in a panic; it is good sense 
to provide lenders with the 
liquidity they seek. Yet. when, 
mistaken credit judgments have 
been made, the original lenders 
should bear the losses they 
have incurred. 

The greatest need is to find a 
way of Imposing a timely halt 
on demands for payment, fid- 
lowed by orderly debt work 
outs. The failure to secure this 
has greatly exacerbated and 
prolonged the Indonesian crisis. 
Unfortunately, while Mr Rubin 
calls far investors to bear more 
responsibility far thrir actions, 
the negotiations on TndnnBaign 
debt include a proposal for the 
govgmingnt to assume some of 
the foreign grrihang p risk in the 
rescheduling of private debt. 
Albeit understandable in the 
circumstances, this is a disturb- 
ing precedent 

At least policy makers are 
grappling with same of the diffi- 
cult questions. The need for 
greater transparency has 
become obvious, as is file case 
for circumscribing national sov- 
ereignty over financial regula- 
tion. The biggest issue, how- 
ever. is how to balance the 
lender-of-last resort function 
against the need to ensure pri- 
vate sector responsibility for 
Tmstnkflg To tiiig Mr Rubin has 
not provided the solution, per- 
haps because there Is none. 


Selling the Ulster 
peace deal 




■z. - ■ * 


With a beguiling but misleading 
symmetry, both the Ulster Union- 
ist Party and Sinn F6m are to 
consider last week's peace agree- 
ment at important party meet- 
ings this weekend. 

Sinn F&in happens to be bold- 
ing its *nnnai party conference. 
It does not love to take a formal 
decision, and current indications 
are that it will not do so: u spe- 
cial conference will be called 
later for that purpose. Tbe party 
l ead ership, despite its active role 
in the Storm oat negotiations, has 
not yet committed itself to sup- 
porting the agreement, and 
appears in no hurry to do so. 

The position of David Trimble, 
the UUP leader, is very different. 
He is fully committed to the 
agreement, and has convened the 
700-strong Ulster Unionist Coun- 
cil specifically to seek endorse- 
ment for it It is touch and go 
whether be will succeed. 

Normally speaking Mr Trimble 
should have less difficulty in con- 
trolling the council than be did 
in winning a comfortable major- 
ity in the party executive last 
weekend. The council has the 
reputation of being the mare lib- 
eral body of tbe two. 

But t he™ are not normal times . 
In the last few days a strong 
“No" cam paign has pit off the 
ground, led from outside the 
party by the Rev Ian Paisley and 
Robert McCartney, b ut clear ly 
commanding a lot of sympathy 
within it. Yesterday it gained a 
further boost when the Orange 
Order, traditionally a h ig hly 
influential body within unionism, 
“declined to recommend" the 
agreement, at least pending clari- 
fication on certain key issues. Mr 
'Itimble himself, meanwhile, has 
gone quiet, no doubt mar shaihng 
Us strength for a strong counter^ 
attack, but with the risk that ms 
opponents will develop an 
unstoppable momentum. 

Selective reading 

The “No" campaign plays on 
traditional unionist fears, using a 
selective reading of the ag roc 
ment to construct a worst-case 
scenario, in which Gerry Adams, 
the Sinn F6in leader, becomes 
Deputy First Ministar 
overtaking the moderate SDUPin 
the fwpwwhly elections), while the 


IRA keeps its weapons and reab- 
sorbs t e rrorists released from 
prison. Meanwhile "dissident" 
Republican elements continue a 
campaign of violence, tbe armed 
faces are reduced to a peacetime 
footing and the Royal Ulster Con- 
stabulary is gbakpn up and per- 
haps infiltrated by the terrorists 
themselves, exploiting tbe 
wellmeaning advice of an “inde- 
pendent commission . . . with 
expert and international repre- 
sentation", which is to be asked 
to recommend new “policing 
arrangements” at w inning 

the confidence of the minority. 

Parts Of this nightman * COUld 
‘ cmne true, but only if other parts 
did not The agreement contains 
provisions on decommissioning 
Of weapons and disavmamwnt of 

paramilitaries, as well as fix* the 
removal of ministers who waver 
in their “commitment to non- 
violence and exclusively peaceful 
and democratic means”; and 
Tony Blair has promised to act, if 
necessary by legislation, should 
these safeguards prove too weak. 

Serious threat 

It is not true, as Mr McCartney 
ypopg asserting, that the British 

g o vernment has “a declared pol- 
icy of Irish unity". On tbe con- 
trary, Mr Blair is pledged to 

Hafatiri the union so long 35 the 

majority in Northern Ireland 
wish it It is unthinkable that 
any British government would 
weaken the army or the police in 
the province so long as a serious 

threat of violence remains. 

The important novelty of this 
agreement is that Irish national- 
ists, north and south of the bor- 
der, are for the first time being 
avkiad, by their awn government 
and party leaders, to accept by mi 
explicit vote that' Northern 
Ir eland will remain part of the 

UK for as long as a majority of its 

inhabitants so wish. That will 
r um n ee any shred of l egitimac y 
from farther attempts to unite 
the island by violence, and so 
gives the unionist cu n i m iuuty in 
the north for greater long-term 
security *han It has hitherto 
enjoyed. It la republicans, not 
unionists, who should have diffi- 
culty accepting this historic 

change. Both Mr Trimble and Mr 
Adams understand that 
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Shortened life expectancy 


I t's the US, five years from 
now. You’re a smoker - yes, 
there are a few of you left 
But these days, the habit 
can damage your wealth as well 
as your health. The price of a 
pack of cigarettes has jumped 
from around $L95 to more than 
$S since a historic anti-tobacco 
act was passed in 1998. 

Parting with your money can 
be a grim affair. You used to 
smoke fkimwi, but RJ. Reynolds 
Tobacco, the company that made 
thwn, has gone bankrupt, alfmg 
with most other US cigarette 
manufacturers. The only cigar- 
ettes you see in the stores any 
more are now sold like prescrip- 
tion drugs in clinical 
black-and-white packs. And you 
no longer get a kick out of them 
because the Food and Drug 
Administration has eliminated 
an the nicotine. 

But from the smoker's point of 
view, things could be worse. The 
fact is, only the rich and naive 
buy cigarettes from shops any 
more. Everyone else gets them on 
the black market - from the 
hawkers found on every street 
comer, from the backs of trucks 
at flea markets and country fairs, 
or from a guy who does the 
rounds of local bars and dubs. 

These illegal imports cost less 
than half the official price. And 
all the familiar brands are avail- 
able in their familiar packs. 
Sometimes they are bootleg prod- 
ucts of dubious quality, but often 
they are the genuine article, 
made by thriving international 
off-shoots of the bankrupt US 
manufacturers and brought over 
the border from Mexico. 

The only trouble is those 


Cigarette packets have long carried health warnings. 
Now, says Richard Tomkins, it is the companies 
themselves that are at risk 


damned kids. Fran a youngster’s 
point of view, these illegal 
imports are even more hip and 
cool than regular cigarettes were 
five years ago - and much easier 
to obtain. Under-age *mniring Tina 
never been more popular, and it 
is hard to get near a cigarette 
vendor for the throng of teen- 
agers making their purchases. 

Absurd? Maybe. But this Is the 
future as seen by the US tobacco 
industry, now that its spectacu- 
lar gamble on a once-and-for-all 
tobacco settlement has just as 
spectacularly flopped. 

US tobacco companies sell 
$45bn of cigarettes annually. Last 
year, they tried to buy their way 
out of a mounting litigation crisis 
by agreeing with state attameys- 
general to pay $36&5bn over 25 
years to settle all present and 
future claims. The deal encom- 
passed higher prices and tough 
advertising restrictions, enabling 
it to be presented as a move to 
cut under-age smoking. 

But the settlement required 
Congressional approval. And 
Congress, which had not been a 
party to the negotiations, disliked 
it intensely. Amid mo unting anti- 
tobacco sentiment, legislators set 
out to craft something that would 
be less to the tobacco industry’s 
advantage, and more to their 
own. 

The result was the, draft- bin 
that emerged from the Senate 
co mm erce c ommi ttee two weeks 
ago: a bin that increased the 


industry pay-outs to a minimum 
of $516bn, diverted most of the 
proceeds to Washington, tight- 
ened tbe advertising and market- 
ing restrictions still further, and 
stripped the industry of nearly 
an the legal protections it had 
sought 

Last week, tbe industry gave 
up on the process it had started 
nearly a year ago. and turned 
against it The debate, it said, 
had been overtaken by demands 
for retribution. It no longer saw 
any hope of an acceptable solu- 
tion. “The one difficulty with 
today's proposals is that they wfll 
destroy the domestic tobacco 
business ” said Steven Goldstone. 
chairman and chief executive of 
RJR Nabisco, the parent of 
R.J. Reynolds Tobacco. 

What now? Talk of bankruptcy 
has been dismissed as scaremon- 
gering in Washington. But Wall 
Street analysts agree that the leg- 
islation as framed would, be 
likely to bring down some or all 
of the US tobacco companies. 

As analysts point out. the US 
Treasury calculates that the set- 
tlement now before Congress 
would Increase cigarette prices 
by $1.10 a pack. But the indus- 
try’s payments would not be 
adjusted downwards if people 
smoked fewer cigarettes, so the 
price increase would have to be 
even, larger to raise the ammmt 
of money due. Sanford C. Bern- 
stein’s Gary Black says a pack 
would have to go up $1.43: David 


Adelman of Morgan Stanley Dean 
Witter says the figure would be 
$1.77. 

Experience in other countries 
has shown that, although price 
increases reduce the number of 
cigarettes purchased by regular 
smokers, they have little or no 
effect on experimentation by 
teenagers, even when combined 
with advertising restrictions. So 
the targets for cutting youth 
smoking in the proposed legisla- 
tion will almost certainly be 
missed, leading to extra penalties 
and further price increases of up 
to 44 cents a pack. 

With increases in retailers’ 
mark-ups, a 15 cent federal tax 
increase already in tbe pipeline 
and expected increases in state 
taxes, US retail prices would be 
likely to rise from an average of 
$135 to $5 a pack in a few years, 
which would severely hit con- 
sumption. While that in itself 
might not bankrupt the industry, 
analysts say the resulting black 
mar ket could, because it would 
eat further into sales. 

The arithmetic is simple. 
American cigarettes retail at only 
$1 a pack in Mexico, and cost 
even less wholesale. With 695,000 
packs fitting into a single truck 
trailer, cross-border smuggling 
would become an extremely prof- 
itable business. This was exactly 
what Canada found when it 
introduced big cigarette tax 
increases in the early 1960s; it 
was soon forced to rescind them. 


This week Sweden announced 
that it was cutting tobacco taxes 
by 27 per cent to curt) smuggling 
from eastern Europe. 

Even if any US companies sur- 
vived that onslaught, say ana- 
lysts, they would likely be fin- 
ished off by lawsuits. After losing 
a case brought by a smoker in 
Florida last year and agreeing to 
pay nearly $l5bn to settle suite 
lawsuits brought by Florida and 
Mississippi, the industry is seen 
as vulnerable to litigation - and 
a $6.5bn annual liability cap 
being offered by legislators would 
disappear if the targets for under- 
age smoking were missed. 

Given all these dire possibili- 
ties, it may be understandable 
why the tobacco companies 
loathe Congress's proposed settle- 
ment so much. But does opposi- 
tion to it help" By backing out of 
the legislative process, the indus- 
try hopes to salvage at least 
something from its pre-settle- 
ment past. The advertising 
restrictions in the deal probably 
cannot be included without the 
industry's consent because they 
appear to infringe on its constitu- 
tional rights: so in one respect, at 
least, it could end up better off 
than if it signed up now. 

As to the rest, the industry 
may well be painting too bleak a 
picture of its future. But with the 
looming possibility of big tax 
increases, the likely emergence of 
a black market and an extremely 
adverse litigation environment, 
tobacco share valuations are 
lower than at any time in history 
compared with those of the wider 
market. Tobacco companies, it 
seems, are not the only ones fear- 
ing the worst 


Igniting a conflict of interest groups 


The gloves are finally off in 
Washington and the real fight 
over tobacco legislation has 
begun. After months or talking 
about compromise and consensus 
the issue has now come down to 
a head-to-head fight 

On one side: tbe tobacco indus- 
try, marshalling a dwindling 
force of allies on Capitol Hill but 
hoping that its deep pockets 
might still give it the where- 
withal to resist an imposed solu- 
tion. On the other: a bipartisan 
Congressional coalition, backed 
by tbe White House, which hopes 
to pass a version of the $5i6bn 
(£309bn) bill proposed by John 
McCain, the Arizona senator. 

Early signs favour the anti- 
tobacco forces. The industry 


remains deeply unpopular with 
the public. Congress, outraged at 
the release of documents showing 
tobacco companies marketing to 
rhfirtran , is jp unforgiving mood. 
Some senators, such’ as Edward 
Kennedy of Massachusetts, are 
calling for even tougher legisla- 
tion with no limits on liability. 
Mr McCain's bill sailed through 
the committee stages with strong 
bipartisan support. Sentiment in 
the senate, which has over- 
whelmingly approved'a symbolic - 
measure opposing the granting of 
immunity from future lawsuits 
for the industry, se^ms favoura- 
ble. ■’ 

At the same time, the White 
House and Congress are greedily 
eyeing the extra tobacco reve- 


nues the legislation would pro- 
vide for government While they 
admit that the marketing and 
advertising restrictions on 
tobacco companies envisaged in 
the original settlement require 
the industry’s consent, they 
insist there is nothing to stop the 
rest of the package going ahead. 
“We will get bipartisan legisla- 
tion this year,** says Donna Shal- 
ala, health and human services 
secretary. “There’s no question 
about it” 

In the House of Representa- 
tives, however, the picture is 
murkier. Many Republicans have -; 
made “no new taxes” pledges to.'.-: 
constituents which they are 4 
reluctant to break, even for ciga- 
rette price rises. Others r emain H 


deeply opposed to increasing the 
regulatory powers of the Food 
and Drug Administration at a 
time when they are campaigning 
to shrink big. government- With 
tobacco companies still a key 
source of campaign donations - 
and planning a well-financed 
grassroots campaign ahead of 
November's Congressional elec- 
tions to portray the bill as a tax 
rax lower-income Americans - the 
industry is hoping it can still win 
over enough Republicans to 
block the legislation. 

Even so. at a time when no 
politician wants to be portrayed 
as an ally of big tobacco, momen- 
tum is building for a third alter- 
native: passing a bill that 
imposes slightly higher taxes, 


takes some measures to limit 
teenage smoking and has a 
catchy title - the Child Protec- 
tion Act, for example - that 
should play well with voters. Don 
Nickles, senate majority whip, 
has already raised the prospect of 
more limited legislation. 

The anti-tobacco lobby has 
vowed to resist any such compro- 
mise. And as Mark Buse. senior 
policy director on the Senate 
Commerce Committee points out. 
even if tobacco companies man- 
age to block the current propos- 
als, their victory may well prove 
temporary. “The issue’s not 
going to go away,” he says. “We 
will see it back again next year." 

Mark Suzman 


OBSERVER 


Formation 

flying 

it's horses for courses at American 
Airlines. For 13 dog-eat-dog years, 
hard-driving, confrontational Bob 
CrandaH has dominated the 
executive suite in Dallas, Texas. 
Now he is stepping down and, in 
this new age of partnerships and 
global alliances, up steps affable 
Canadian Donald early who, as 
airtine president has been official 
her apparent for three yearn. 

It hasn’t been an easy ride. 

There was a money- losing hook-up 

with Canadian Airlines and. as 
point man on labour relations, the 
Harvard MBA fronted for the 
company in a messy dispute with 


(flats. President Bffl Clinton 
stepped In to push the company 
Into conciliation. But the man from 
Montreal didn't get all the blame: 
soma saw the pH cits' strike vote as 
an antl-CrandaH gesture. 

CrandaH joined American 25 
years ago from TWA as top 
bean-counter and set about cutfog 
costs; he saved 540,000 a year by 
leaving oQves out of salads. 

The chain-smoking, 
caffeine-quaffing Rhode Islander is 
also remembered for one of the 
most famous business 
conversations of aH time, which got 
Mm Into hot water with the 
authorities. 

A US Justice Department 
tr a nsc rip t of a phone call between 
Crandall and Howard Putnam, 
boss of competitor Bran iff. quoted 
CrandaH as suggesting thet it was 


“dumb as hdl to sit harp and 
pound the (expletive) out of each 
other and neither of us making a 
(expletive) dime. Raise your 
goddam feres 20 per canL I’d raise 
mine the next morning." 

In those days Crandall cHdnt like 
code-sharing any more than 
competition, but now he preaches 
deregulation with the zeal of the 
converted and hb code-sharing ' 
deal with British Airways may yet . 
get airborne. 

- Crandall’s successor may be -. . . 

genial, but he’s no saffift in .1985, - 
as boss of Canada's CP 'Afr, be 
locked out the afrfine’a. mechanics' 
in a dispute: when they retreated 
to a hangs', he cut off the fight - 
and heat 

But that toughness comes under 
a diplomatic exterior, which may '»■ 
be more effective than CraridaJTs 
buH-in-a-cIwia-shop approach in 
ensuring that American gels Its 
way with pofitidans- - 

Power station 

Many employees of Britain’s GEC 
toiled for years in the shadow of 
long-time chairman Lord Weinstock 
and never emerged into the light 
But Jim Cronin, a GEC director 
since 1994, wfll get Ws day Vi the 
sun at the ripe age of 60 with the 
flotation of the GEC AbJhom 
engineering group thb summer. 

Cronin, who has a soft spot for 
bird watching end ballet started 
his career with the company egad 
17, and became finance cfirector of 
GEC TirhJnes (now part of GEC 
Abrthom) in 1974. 


In 1989 he stopped up to be - 
deputy managing director of GEC 
Power Systems- putting hkn • 
across the negotiating table from 
smooth, jovial Frenchman F«re 
Bflger when the FrancorBritish joint, 
venture with Alcatol-AIsthom was 
being hammered out bi T989. 

Bilger Is now chairman of -GEC . 
Aisthom with Granin as managing 
director. Nick Salmon - an old 
GECJUstivxn hand who left to be 
chief executive of Babcock in ,1993 
but returned a year , ago r Jsf head 
erf UK operations ,anti energy. -- 

BUger is promising some new 
feces around foe boardroom 'table. 
Franqois Neway has just arrived .as 
finance director from BuB, the . 
French computer group, but . • 

another three international 
managers wffl be appointed as 
non-executives. 

Among the lures for the new 
d l i actor s Is a smart headquarters 
In Paris's Avenue Kfeber, just 
opposite a Ferrari showroom. .. 
Handy for shopping in foe lunch 
break. 

Life of Reilly 

Nick RaTOy, chai rm a n of GM's 
embattled British subsidiary 
VauxhaH Motors, was setting the 
pace for GM yesterday when he 
offered to forgo hfe $270,000 
salary to set an example of wage 
restraint 

After aO, David Harman, the 
BrOoklyn-from boas of GM's Adam 
Ope) subsidiary. in Germany, made 
no such offer when, he called for . 
srnilar sacrifices from the 


company's German and Belgian 
employees a few months beck. But 
then Reilly went to the 
toffee-nosed Harrow public school 
in north London: motto Stet 
Fortune- Domus - may foe fortunes 
of foe house stand. 

Recced 

Sophie foe sheep was looking 
.forward, to a ripe old age after 
imhud rtgbts-activrsts saved her 
from the chop: She was found 
wanderiqg-arabnd. Nicosia 'm 
! February, and taken fo by foe 
Cyprus Socfety fbr foe Prevention 
;of Cruelty to Anfrnals. An Arab 
restaurant claimed her, saying she 
-wasifo have been. Its customers' 

end-of -Ramadan 'dinner, but the 
sodsiy fo hand her over 

becaise there was no proof of 
ownership. 

But now Sophie has been 
abducted from the shelter by 
persons unknown: It's the Christian 
Orthodox Caster this weekend, and 
that’s yet another feast where lamb 
is top of the menu. 

Silent running 

Ahead of news of their 
restructuring, French defence 
companies Dassault and 
Thomson -CSF suspended trading 
in their shares on Tuesday morning 
"pending an announcement" - 
then didn’t make it until an hour 
after the Paris stock exchange 
dosed. Even for an Industry which 
loves hush-hush manoeuvres, that 
seems a bit over foe top. 


</mj\ 

100 years ago 

A Poor Investment 
The Bird -In- Hand Gold 
Company must have been 
christened by a humorist The 
company was incorporated in 
1898. mainly with the object of 
acquiring and developing a gold 
mining lease in Coolgardte. 
comprising some 1 5 acres* Its 
capital was £80,000, of which 
£10,796 was subscribed by a 
confiding public, induced to do 
so perhaps by the 
recommendation of the property 
in the prospectus as “a 
thoroughly good and sound 
investment" But it was not long 

before the company was said to 
have “faBed because its 
substratum had disappeared," 
and the poor Bird-ln-The-Hand 
is now enmeshed In the snares 
of Bankruptcy Buildings. 

50 years ago 

Australian Bank Case 
Melbourne, April 15. The fun 
High Court at Sydney to-day 
reserved judgment on foe case 
in which private banks and three 
States - Victoria, West Australia 
and South Australia - have 
challenged the validity of the 
Commonwealth Government’s 
legislation to nationalise banking 
in Australia, The hearing, which 
has lasted 39 days - foe first 36 
days of the hearing took place 
in Melbourne - was foe longest 
In the Court’s history. 
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Italian appetiser 


Another shifting’ of the tectonic pistes in 
the global telecommunications industry. 
But does this 52bn asset exchange 
between Cable and Wireless and Telecom 
Italia have all the answers? No. but it is 
not a bad start 

While the two together will be the 
world's second largest carrier of interna- 
tional traffic, they will still lack a strong 
presence in the important US market. 
Unsurprisingly, therefore, this is 
described as Just the first part of a global 
partnership, to which, the implicit sequel 
Is a transatlantic affiance. 

As it is. this link-up should enhance 
both companies' appeal to potential US 
partners, such as AT&T or a Baby Bell. To 
C&W's unique asset base in Hong Kong, 
the UK and Australia has been added 
Telecom Italia's strength in Italy. France 
and Spain. C&W may seem to have sold 
its 20 per cent stake in Bouygues Telecom 
slightly cheaply, given rising cellular val- 
uations across Europe. But this has proba- 
bly been more than offset by the gener- 
ous-looking value attributed to minority 
stakes in its own US and Caribbean units. 

This is still a fairly tentative arrange- 
ment which could be unwound or sub- 
sumed if better opportunities arose: 
equity stakes in the holding companies 
have not been exchanged. It will be disap- 
pointing if this is all C&W can offer in the 
medium term. 


Suez Uomaiss das Eaux 

Sham pries raUm to tta CAC 40 Mn 


130 



per cent for 199a twice the stock market 
average. Despite that and record-breaking 
share performances over the past year - 
AMR, AA’s parent company, hit another 
high yesterday - most airlines are still 
trading at a 50 per cent discount to the 
stock market average, which looks decid- 
edly mean. 

And farther good news coaid be in. 
store. The long-delayed AA/Brltish Air- 
ways is inching towards regula- 

tory approval and could get clearance cm 
both sides of the Atlantic by the summer. 
Such international networks, with their 
huge economies of scale, could transform 
the industry's economics for good. 


Lloyds TSB 


Suez Lyonnaise des Eaux 


surely domanrig a better average appnal 
Increase than 12 par cent. There is great 
scope to push up profit margins, although 
the politically correct downplaying of 
cost-cuts is so help. 

Fortunately, considerable mileage 
remains In improving the business portfo- 
lio, not least in Belgium. Buying out 
minorities in Socfot# Generate de Belgique 
will not only strengthen Sues Lyonnaise' s 
grip on Tractebel, the prize utility, but 
also allows it to consolidate more profit 
In financial services, a merger of Fortis 
and G£n6rale de Basque would enhance 
the value of these disposable investments, 
providing long-term fuel for further trans- 
formation. 


The pace of change since Suez and 
Lyonnaise des Eaux merged last year has 
done much to dispel doubts about the 
wisdom or bundling two conglomerates 
together. Gdrard Mestrallet, chief execu- 
tive, has pursued the strategy of refocus- 
ing on utilities with welcome urgency. 
While FFr25bn has been spent on water, 
energy and waste acquisitions over the 
past is months, this has been more than 
covered by non-core disposals, including 
this week's FFr9.1bn disposal of Sofinco, 
the consumer credit business. With ail 
profit lines rising more sharply than sales 
and capital employed, the new is clearly 
outshining the old. 

That said. Suez Lyonnaise needs to beat 
its target of raising net income from 
FFr-lbn last year - still a low return on 
sales - to FFr7 bn in 2002. Its fancy stock 
market rating of 19 times 2002 earnings 


American Airlines 


Bob Crandall, American Airlines' 62- 
year-old rhfltrman may be swapping air- 
craft for boats - apparently he is retiring 
early to spend more time with his new 
yacht But the rest of the western world is 
flying more than ever. First-quarter earn- 
ings from AA jumped 90 per cent beating 
analysts' forecasts by 30 per cent A sharp 
drop in fuel costs was a big help. But the 
fact that revenues are still rising at more 
than 5 per cent after seven years of eco- 
nomic growth shows how much smar ter 
the airlines have become at matching sup- 
ply and demand. 

Judging by AA's results, the industry as 
a whole will stand out against a backdrop 
of slowing profits growth. And while 
interest rates stay low, earnings upgrades 
will continue. The sector should beat 15 


UK bank investors have fastened on to a 
new wheeze. In the absence of local merg- 
ers to boost share prices, Just borrow the 
benefits from elsewhere. Hence the curi- 
ous phenomenon of UK bank shares rally- 
ing more in recent days than those of the 
six companies involved In the three US 
bank deals. Even mo re sta rtling is the 
specific case of Lloyds TSB. now trading 
at over nine times its llSp book value per 
share. 

Can this possibly be justified? Bear in 
mind that the price/book ratio is a func- 
tion of the return an equity achieved, 
compared with the cost of equity and the 
growth rate of the business. Assuming a 
perpetuity growth rate of 6 per cent, and 
using Lloyds* 10 per cent cost of equity, it 
follows that a price/book ratio of nine 
assumes LLcyds sustaining a 42 per 
return on equity. In fact, the b«nV did 
report after-tax ROE of 41 per cent in 1997. 
Smooth that for accounting distortions, 
though, and the underlying return on eco- 
nomic capital is closer to 24 per cent 

But even if you were to grant Lloyds 
the higher figure, is it sustainable? It 
seems most unlikely. Its shareholder 
value credentials may be unimpeachable, 
the economic cycle may be more benign, 
but not even Sir Brian Pitman, chairman, 
can escape the effects of economic slow- 
down and increasing competition in its 
core mortgages market. Valuation, of 
course, has proved a poor guide to bank 
stock performance over the past 18 
months. Momentum has been the naira of 
the game. But, however you slice it. 
LLoyds TSB is overpriced. 
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Europe today 

A dn.’punjng low pressure system 
v»iD trmg net and windy weather to 
Franco. Portugal and northern 
Span. Some of the rain wtit be 
ttiundun In places. Eastern Europe 
and the Balkans win also be wet. 
blit western Russia witi be dry with 
r .unnv intervals. Meanwhile, the 
Lot; Countwr., Germany and much 
□f nvnrr.il Europe witi bo cool and 
slid wry. The Nordic and Baltic 
countries will have rain hi the 
south, but the north wfll be mostly 
dry and chilly with sunny spells 
arid a lew isolated wintry showers. 
The oasfem Mediterranean will 
remam very warm. 

Five-day forecast 

Low pressure win dominate Europe 
tar the next tew days. There Witi be 
showers or longer spelts of rain, 
and the central Mediterranean will 
be rather windy for a time. The 
eastern Mediterranean wfll become 
showery, but fine weather win 
return by Monday. 
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New setback hits Brazil 


power company sell-offs 


By feoff Dyer and 
Jonathan Wtaatfay h S*o Patdo 


Brazil's huge privatisation 
programme suffered, a serious set 
back yesterday when the SSo Paulo 
state government failed to attract a 
buyer for Bandeirantes, one of two 
l^rge electricity distribution compa- 
nies put up for auction. 

In the other auction, only con- 
sortium bid for Metropolitans, the 
largest distribution company In 
Latin America, which was sold for 
the minimum price of R$2.03bn 
CfL78hnj. 

The bidder was Light, the Rio de 
Janeiro electricity company, which 
Is controlled by AES and Houston 
Energy of the US, Electridtfi de 
France and CSN, the Brazilian steel 
company. 

The outcome is a heavy blow for 
Brazil, which plans to sell the bulk 
of its electricity distribution and 
generation businesses to the private 
sector over the next two years. The 
sales had been expected to raise 
about $45bn. 

Bankers said the laris of interest in 


the SSo Paulo companies could mean 
that demand from foreign investors 
for Brazilian distribution c ompani es 
was becoming saturated and that 
bidders could not get sufficient 
credit for large acquisitions in Bra- 
zil. Most analysts had predicted that 
both companies would be success- 
fully sold at premiums of 20-30 per 
cent above the minimum price. 
Some had said the minimum prices 
were too high. 

Metropolitans and Bandeirantes, 
which had a minimum price of 
RJl-Olbn, were the two main subsid- 
iaries of Eletropaulo, the energy 
gro up controlled by the state of S&o 
Paulo. 

The auction to sell KPTE, Eletro- 
paulo's transmission business, was 
t-qru-*»Ut>d on Tuesday night as there 
were no bidders. The SSo Paulo gov- 
ernment is »I«n planning to Sell 
CESP, its energy generation com- 
pany, fids year. 

Andre Man t o r o Fffho, SSo Paulo 
planning secretary, said he was sur- 
prised by the outcome and blamed a 
lack of credit. The government has 
yet to decide what It will do with 


Bandeirantes or EPTE. Two groups. 
Enron of the US and VBC of Brazil, 
had presented financial guarantees 
an Tuesday to take part In the auc- 
tion but foiled to bid. 

Bankers said VBC had been con- 
cerned about the deficit in the Ele- 
tropaulo employee pension fund. 

It was a cold bath for everyone,” 
Isabel Bresser Pereira of.Fator, a S&o 
Paulo brokerage, said. The failure to 
sell would hold back 

o mrianty gains at the company and 
was bad news for other electricity 
ntffltias due to be privatised. 

Gustavo Gottass, of Icatu, a Rio de 
Janeiro investment ba nk , said sell- 
ers would be more cautious about 
ca tting minimum prices, in future. 
“It was sad that it didn’t happen: it 
will affect the way people abroad 
look at BraziL” 

Luiz David Travesso, a director of 
ri ght, said the company would not 
try to buy other electricity distribu- 
tion companies because it was close 
to the 20 per w*nt market limit estab- 
lished by the new industry regula- 
tor. Light was interested in expand- 
ing in electricity generation, he said. 


Bank of England’s minutes 
hint at higher interest rates 


By Ncftani Adams h London 


The p rospec t of a farther increase in 
UK interest rates appeared stronger 
yesterday after publication of the 
minutes from last m on th's mooting 
of the Ranir of En gland 's monetary 
policy committee. 

The minutes revealed that sharp 
divisions persisted amnmg the eight 
members of the MPC over the course 


of the economy, but that “the gap 
between the differing points of view 
had probably narrowed slightly 
since the February meeting” in 
favour of higher interest rates. 

Thera was no hint rates had 
peaked or would be reduced soon. 

'The most recent data did not 
offs' much support for an immediate 

slowdown in consumption," the com- 
mittee agreed. The economy was 
slowing, but “the pace and the 
extent of the slowdown remained 
highly uncertain”. 

The pound rallied against the 
D-Mark, above DM3.04, after the infa- 
ntes were published, while interest 
rate future contracts foil baric as the 


financial markets interpreted the 
comments as increasing the chances 
of future rate increases. 

Eddie George, the Bank's governor 
and MFC chairman, was again 
forced to use his casting vote to keep 
interest rates unchang ed , after the 
fmmntttftq was evenly split as it had 
been in February. 

Half of the committee, including 
Mervyn King, the Bank’s chief econ- 
omist, argued against the governor's 
position, saying that rapid wryywmfe 
growth in the UK required an imme- 
diate rate rise. But Mr George and 
others said growth "could not be 
observed with sufficient precision" 
to justify an increase. 

Richard Jeffrey, chief economist at 
Charterhouse Bank, said yesterday: 
“People anticipating a cut in rates 
before the end of the year should 
read these m in utes. Their expecta- 
tions will be very disappointed.” 

But other analysts said more 
recent economic data, especially for 
the labour market and wages, justi- 
fied Mr George’s decision. The latest 
■underlying average earnings data 


revised down growth to 4J> per cent 
in January and February. A new 
forecast published today by Coopers 
& Ly brand warns the risks of a 
shar p slowdown next year have 
“Increased markedly”. 

The depth in the split between the 
wings of the committee extended to 
the Bank's infla tion forecasts. The 
MPC even discussed allowing each 
camp to publish its own forecast in 
the quarterly Inflation Report. 

“There might be circumstances 
where the differences among com- 
mittee members about the nature' 
and file magnitude of the risks were 
more significant. In such circum- 
stances. It would be necessary to 
publish fan charts corresponding to 
more than one forecast," the 
minutes said. 

The Bank was given control of 
interest rates by the government last 
May, and has raised them four 
times. The last rise, in November, 
took the Bank’s short-term opera- 
tional rate to 755 per cent. . 
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inside _ . 

tfx promotes itself to the big league 

^ Br ^ C9Stin 9- aie New York- 
group, has spent $500m on buying 
ptrOfT,ot0ra throughout the US. tt te 
the h f 99est company in the cottage industry of US 

40 venue ® 10 20 US cities 
fueling New York, San Francisco, St Louis and 

~f Rh/aJ PfOT'Otera fear that SRC wfll 

FIST"!** superstar Bcia - such as US and 
the Rojtag Stones. Some managers are concerned 
that SFX might exploit its power in negotiations 
with them and their acts. Others argue that a wefl- 
captafised I Investor could strengthen a tradittonaJly 
fra^riented Industry. Page 10 • 

Singapore toms crisis to advantage 

Singapore's biggest companies are seizing the 
opportunity of the Aslan financial crisis to uncover 
fewflkxestdes that may have crept In during toe 
good years and to search for ways of Increasing 
competitiveness during the bad. Page 20 

Malaysian index hit by economy fear 

Kuala Lumpur blue chips fefl 3 per cent, following 
the news that Malaysia's consumer price Index 
had risen 5.1 per cent in March, while industrial 
production in February had slumped 22 per cent 
year-on-year. Indicating that the economy could 
slow down faster than expected. Page 34 

Indonesian projects at risk of default 

Four Indonesian independent power projects are at 
risk of default on $855m of rated bonds, according 
to a report Iran Moody’s Investors Service. These 
would be the first significant defaults of project 
bonds, creating shockwaves for a market that has 
grown to more than $32bn of outstanding debt 
Page 22 

Argentina set to be top nut exporter 

Argentina could become the world's biggest 
exporter of peanuts this year because of rains 
brought by the B Nirio weather phenomenon. 
Exports could reach more than 400,000 tonnes if 
the weather holds during the next few weeks of 
harvesting. Page 24 

Asian markets recover - technically 

Asian markets have recovered from their lows over j 
the past few months, with the most dranaSc 
bounces in those markets worst hit - Indonesia 
has climbed 51 per cent from its low in mid- 
December, while South Korea and Thailand have 
risen more than 30 per cent In local currency 
terms. However, the movements have been techni- 
cal, and probably unsustainable. Page 34 

Strike hits Panama banana output 

Banana production In Panama Is set to be dis- 
rupted by a strike that has already cost $l3m In 
lost exports. Employees at the Chiriqui Land Com- 
pany. a subsidiary of Chiquita Brands of the US, 
stopped work in February. The workers' main 
grievance has been the fate of employees at the 
Pacific coast port of Puerto Armueiles. The com- 
pany wants to okI shipments there and send 
bananas to an Atlantic port for easier access to 
US and European markets. Page 24 
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Schwab margins fall after internet move 


By Join Anthers in Hew York 


An aggressive move into share 
trading on the internet has 
squeezed profit margins at 
Charles Schwab, the US's larg- 
est discount stockbroker, 
which yes te r da y reported first- 
quarter profits wen below Wan 
Street expectations. 

Schwab’s profits rose tally 2 
per cent - from $66.7m to S68m 
- against the same period of 
1997. In spite of record vol- 
umes of business, the group's 
return on equity slipped from 
30 per cent to 28 per cent 

Schwab’s share price fen 5 


~ Speculation intensifies over prospects across US securities industry 


per cent in morning trading, 
down $2 at $378, with the 
news intensifying speculation 
about the prospect of tighter 
profit margins across the US 
securities industry. 

Several analysts said inves- 
tors had over-reacted, but the 
shares of several smanp r dis- 
count brokerages, such as 
Ameritrade, also tell sharply. 

Charles Schwab, chairman, 
said the company's fundamen- 
tals remained strong, but 
added: “While our daily aver- 


age revenue trades for the 
quarter were 25 per cent 
higher than a year ago, com- 
mission revenues grew by just 
8 per cent due to a rapid 
increase in lower-priced inter- 
net trading activity.’' 

Operating expenses were 
also up 16 percent. He said the 
company was working in an 
“intensely competitive envi- 
ronment" and would “continue 
to invest aggressively in tech- 
nology, along with new cus- 
tomer services and our brand". 


Schwab adopted a flat rate 
charge of $2935 far every inter- 
net trade this year to compete 
with other online providers 
and to steer its customers 
towards the web. The propor- 
tion of trades executed online 
rose from 33 per cent a year 
ago to 48 per cent in the first 
quarter. 

Bruce Brewington. a fund 
management analyst at Put- 
nam. Lovell and Thornton, the 
San Francisco brokerage, said 
Schwab’s advertising expenses 


were higher than expected. 
“It's reinvesting in the busi- 
ness. It's trying to budld the 
brand, especially in the light of 
competition from companies 
like Ameritrade, E*Trade, DLJ 
Direct and Fidelity." 

Mr Brewington said yester- 
day’s dip in Schwab's share 
price was a “buying opportu- 
nity", arguing that Its strategy 
was to compete on service 
rather than price: “What it is 
trying to do is pack a fully 
bundled service around its 


electronic trading at a good 
value price." 

The change in Nasdaq trad- 
ing rules, phased in last year, 
also contributed to the fall In 
transaction revenues. 

Schwab is still the largest 
broker serving small Investors 
for mutual funds and share 
transactions. Customer assets 
have increased by 52 per cent 
year-on-year and reached 
$406-7bn last month. The daily 
average volume of shares 
traded rose by 28 per cent over 
the year to 1.39bn. while its 
number of customer accounts 
increased from 4.2m to 5m. 




GEC-Alsthom 
parents to draw 
special dividend 



South Korean union members at troubled Kla Motors count votes yesterday In the beflot that overwhetmingiy supported strike action. Reuters 

Protests at Kia as receiver arrives 


By HMg Shnontan, 

Motor fadastry Corresponded! 

Workers at Kia Motors, South 
Korea's . third biggest .car- 
maker, downed tools yesterday 
over the arrival of a court- 
appointed receiver but stopped 
short of dpciaring an immedi- 
ate all-out strike. 

The stoppage and a mass 
resignation, by uooo managers 
highlighted employees' con- 
cerns thatKia's creditor banks 
would sell the group to . 
another vehicle manufacturer, 
with the risk of big Job leases. 

Ih an attempt to calm lrnttm 
fears, Yoo Jong-rynl, the* 
receiver appointed yesterday 
by a Seoul court, denied he 
intended to push through sales 
of Kia and its commercial 


vehicles arm, Asia Motors. “I 
won’t push for the sales of the 
companies, as some people 
speculate. I will focus on nor- 
malising them afipr revie w ing 
their situations." 

Union leaders decided to 
postpone a fun strike pending 
clarification of the govern- 
ment’s position on a possible 
takeover of the group. Mass 
meetings of Kia’s 14,000 work- 
ers had shown overwhelming 
s up p ort for strike action. 

Mr Yoo said Korea Develop- 
ment Bank, which will become 
Kla's biggest shareholder alter 
investing a promised 
Won32Ghn £$229m), had not yet 
decided on a sale. 

Mr Yoo’s comments did not 
damp speculation that Kia and 
Asia would be sold. Hyundai 


Motors, Korea's biggest car- 
maker, has indicated it would 
be interested, as has Samsung, 
the industrial group that 
started building cars last 
mouth. ttaTwgiTng - mi ght act hi 
collaboration with Ford, which 
already has about 17 per cent 
of Kia in a joint holding with 
Mazda, the Japanese carmaker 
Ford controls. 

Korean law allows compa- 
nies in receivership protection 
from creditors while a court- 
appointed manager draws up a 
recovery plan, but analysts 
doubt Kia can survive indepen- 
dently, given its poor profit- 
ability - now exacerbated by 
thp mTiapa* in domestic sales 
since last year’s financial tur- 
moil in Asia 

A Kla Motors official said 


the company had debts last 
year of Won7,970bn, compared 
with Won 980bn in equity capi- 
tal. This week, Kia forecast its 
debt-to-equity ratio this year 
would fall to 707 per cent 

Union leaders had been 
demanding that the court 
appoint a second administrator 
from within the company. 

• Hanwha Machinery, a sub- 
sidiary of the big Hanwha 
group, has agreed to sell its 
bearing operations to 
Germany's FAG Kugelfischer 
for DM420m ($23lm). 

Hanwha Machinery is also in 
talks to sell its 51 per cent 
stake in Hanwha Automotive 
Component, a joint venture 
with Ford, and its half share in 
Hanwha GKN, a venture with 
the UK engineering group. 


By Roger Taylor in London 

General Electric Company of 
the UK and Alcatel- Alsthom of 
France are planning to draw a 
special dividend of about 
Ecu 1.2bn ($i.3bn) from their 
joint venture GEC-Alsthom 
before floating the company 
later this year. 

This emerged yesterday as 
the heavy engineering com- 
pany began the process of mar- 
keting Itself with a presenta- 
tion to analysts in London 
which laid out its planned 
fixture structure. The business, 
valued at around £4bn ($G.7bn), 
is expected to be the largest 
public share offer in Europe 
this year when it floats in Lon- 
don, Paris and New York in 
June. The French-based com- 
pany stressed its international 
nature, saying that every time 
it had made a migtakp it had 
been the result of parochial- 
ism. Alsthom, as it will be 
called, plans to have more non- 
French directors on the board 
than any other large French 
company. 

In addition to five executives 
there will be three indepen- 
dent non-executives, yet to be 
named, who will reflect the 
international nature of the 
business. 

The executives will be Pierre 
Bilger, president and chief 
executive, Jim Cronin and 
Nick Salmon from GEC, 
Claude Darmon from Alcatel, 
and Fran pels Newey, who 
recently joined the company as 
finance director from Bull, the 
French computer group. 

The company has a limited 
time in which to make toe 
offering after publishing its 
accounts for the year ended 


March 31 before the holiday 
season starts in July. At the 
moment it is expected to con- 
duct marketing campaigns in 
early June with the share 
offering coming towards the 
end of the month. 

An Ecu 1.2bn special divi- 
dend would reflect the invest- 
ment in the company by GEC 
and Alcatel Alsthom, which 
agreed to merge their heavy 
engineering businesses in 1989. 
The company's balance sheet 
shows share capital of 
Ecu 298m and additional 
paid-in capital of Ecu 935m. 

Hie company had net cash 
of about Ecu lJSbn at the end 
of its last financial year in 
March 1997, and shareholders' 
funds of about Ecu 2bo against 
which to borrow. 

Debts will also be increased 
by its agreement, announced 
this week, to buy Cegelec, 
Alcatel’s electrical contracting 
business, for between Ecu 500 
and Ecu 550m. 

Both GEC and Alcatel plan 
to sell at least 26 per cent of 
the company, leaving each 
with a 24 per cent stake. How- 
ever a “green shoe” facility, to 
meet excess demand, could 
result in a Anther 6 per cent 
being sold, leaving each parent 
with 21 per cent. 

Alsthom win adjust its divi- 
dend policy to reflect its new 
status as an independent busi- 
ness. 

hi the past it has paid out 
about 70 per cent of its earn- 
ings to its parents. In future 
this wiU be cut to about 30-10 
per cent in line with others in 
the industry. 

Observer, Page 13 
Backpouml, Page 21 


$2bn asset exchange seals 
C&W-Telecom Italia links 


[ qpfwan m « mottar of racanl mrtp. 


By Man Case 

Cable and Wireless of the UK 
and Telecam Italia yesterday 
cemented their week-old rela- 
tionship with an exchange of 
assets expected to be worth 
more than $2bn to the UK 
company. 

A broad understanding 
between Europe's fourth larg- 
est carrier and C&W emerged 
last weekend when the two 
companies said they were 
exploring the possibility of 
co-operation on their respec- 
tive networks. 

Yesterday 1 they said they 
intended, to invest in a joint 
operating company, which 
would “optimise the invest- 
ment in the two companies’ 
global networks and services 


to multinational companies”. 
C&W has agreed to sell its 20 
per cent stake in Bouygues 
Telecom, the French mobile 
phone operator, to Telecom 
Italia to underpin the aHiance- 

Dick Brown, C&W chief 
executive, said thp new com- 
pany would cany more than 
17bn minutes of telecoms 
traffic annually, making it the 
second largest international 
carrier after AT&T of the US. 

The partnership will not be 
sealed by an exchange of 
equity. 

However, C&W has agreed to 
sell Telecom Italia up to 20 per 
cent of its wholly owned West 
Indies company and 5 per cent 
of C&W North America, the 
first time the UK company has 
allowed another company a 


share of its North American 
assets. With the sale of the 
stake in Bouygues worth 
5743m, the value of the dispos- 
als will come to more than 
<2bn. 

Telecom Italia will integrate 
its 29 per cent holding in the 
Cuban telephone company 
Etec$a into C&W West Indies 
at a later date. 

Mr Brown and Gian Mario 
Rossignolo, Telecom Italia 
president, said the alliance 
would be characterised by an 
absence of bureaucracy and an 
ability to act quickly unusual 
in large telecoms operators. 

It is hoped the detailed busi- 
ness plan will be complete by 
the end of June. 

Lex, Page 14 


Compaq investors unfazed by 
earnings fall to cent a share 


By Locke Kehoe in San Francisco 

Compaq Computer reported a 
sharp drop in first-quarter 
earning s and warned that sec- 
ond-quarter results would also 
be weak as it continued to cut 
prices and overhaul manufac- 
turing and distribution. 

The world's largest personal 
computer manufacturer 
reported revenues for the first 
quarter of 1996 of $5.7hn, an 
increase of 8 pm* cent over 
3&3bn in the first quarter last 
year. However, net income 
dropped to $ism, or l cent a 
share, compared 'with net earn- 
ings of $414m. or 27 cents a 
share, a year ago. 

The results were in line with 
Wall Street analysts’ . sharply 
reduced estimates following; a 


profits warning in March when 
the company disclosed that 
North American sales to corpo- 
rate customers had dropped 
significantly and distribution 
qbenpri* 1 were overstocked. 

Efforts since then to boost 
sales by dropping prices and 
offering special promotions 
had accelerated sales, said 
Eckhard Pfeiffer, chief 
executive. 

In comments that boosted 
investor confidence, Compaq 
also said it expected worldwide 
PC sales to grow by 15-20 per 
cent this year, dispelling 
concerns about a broad martti* 
slowdown. 

Compaq’s inventories had 
decreased by 5314m. or 20 per 
cent, from the fourth quarter 
of 1997, said Earl Mason, chief 


financial officer. This helped to 
boost the company's cash bal- 
ance to $7bn. an increase of 43 
per cent over $5bn a year ago. 
However, it would take 
another quarter of adjustment 
to put the company’s core 
business on a track of 
improved profitability. 

Compaq had been slow to 
respond to changing patterns 
in the way businesses pur- 
chased PCs, industry analysts 
said. The company was in the 
process of shifting to a “built 
to order” model that enabled 
buyers to choose systems con- 
figured to meet their specific . 
needs. 

Compaq’s shares rose 
slightly to trade at $26£ in mid 
session yesterday, up from 
Tuesday's close of £££. 


CARCRAFT 

£50,000,000 
Management Buy-Out 

£15,000,000 Equity investment by 

Royal Bank Development Capital Limited 

Senior debt facilities provided by 

Bank of Scotland Structured Finance 

Deal initiated and management advised by 
Price Waterhouse 

Advisers to Royal Bank Development Capital Limited 
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BANKING 


First quarter at new UBS 
beats expectations 

The enlarged Union Bank of Switzerland, which is merging 
with Swiss Bank Corporation, earned SFr1.3bn ($871.5m) in 
the first quarter of 1998. 

The net profit after taxes and minorities was slightly ahead 
of last year's quarterly average of the enlarged group, and (3 
the first sign that the new UBS might be able to post higher 
profits in 1998. 

Marcel OspeJ. chief executive designate of the new group, 
disclosed the figures at yesterday's final annual meeting of 
Swiss Bank Corporation. 

At the time of last December's merger announcement, it 
had been estimated that earnings of the enlarged group 
would be diluted by 10 per cent in its first year of operation. 

However, all divisions of the new group posted higher prof- 
its in the first quarter, with the Warburg DiOon Read Invest- 
ment bank, which had just about broken even in the final 
quarter of 1997. reporting particularly strong earnings growth. 

Mr Ospet said yesterday that he still expected the merger 
will be completed early in the second half of the year. 

William Hall, Zurich 

COMPUTER DISTRIBUTION 

Viag in Tech Data deal 

Viag. the Munich-based conglo m erate, could hold up to 18 
per cent in Tech Data, the Florida-based personal computer 
distributor, under a deal by which it will transfer its Computer 
2000 operation to the US group. 

Viag insisted It remained committed to the fast-growing 
personal computer distribution market, but its sale of Com- 
puter 2000 had been forced by the "accelerating pace of glo- 
balisation tn PC trading". 

Viag took a majority stake just four years ago in Computer 
2000, which reported an after-tax loss of DM 70m (S38.8m) in 
the 1996-97 financial year. 

The combined Tech Data group - already the world's sec- 
ond largest computer products distributor after Ingram Micro 
- is expected to have sales this year of about DM27bn. 

Under a deal disclosed late on Tuesday. Viag is selling the 
80 per cent its K16ckner& Co subsidiary currently holds in 
Computer 2000 in exchange for Tech Data stock and convert- 
ible notes. 

Overall the transaction is worth about S390m. 

Ralph Atkins, Bonn 


mECOMS 

Nokia in 2-for-1 share split 

Nokia, file Finnish telecommunications group, yesterday 
announced a two-for-one share split, effective from today. 
The move reduces the nominal value of Nokia's A and K 
shares from FM5 to FM2.5. 

The split is aimed at making the stock more tradeable for 
small investors following a sharp rise in the market value of 
Nokia shares In recent years, fuelled by rapid growth of the 
group's mobile telephony business. 

Nokia's most-traded A shares rose FM2120 to FM675 yes- 
terday. representing a gain of about 130 per cent over the 
past 12 months. Nokia last split its shares, by a fbur-to-one 
ratio, three years ago. Greg Mctvor, Stockholm 
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SATELUJES LUXEMBOURG LISTING LIKELY TO VALUE GR O UP AT $3BN . 

SES shareholders back flotation 


By Cathy Newman 
in London 

Shareholders In Soclefe 
Europ&enne des Satellites, 
owner of Astra satellites, 
yesterday voted unani- 
mously to float the company 
on the Luxembourg stock 
market 

The flotation, which would 
be likely to value SES at 
more than S3bn, follows sim- 
ilar moves by a number of 
other satellite operators. 

SES owns seven satellites, 
with four more under con- 
struction. The company, cre- 
ated in 1985. has a number of 


high-pro&le clients, includ- 
ing British Sky Broadcast- 
ing, the satellite broadcaster, 
the British Broadcasting 
Corporation and FI extech, 
the UK pay-TV company. 

At the annual general 
meeting, shareholders 
backed a listing on the Lux- 
embourg market before the 
end of the year, with a sec- 
ondary listing a possibility. 

SES said yesterday that a. 
flotation would enable it “to 
establish a market-driven 
valuation" of the company. 
It also wanted to widen its 
investor base. 

All SES shareholders. 


which include Deutsche 
Telekom, Dresdner Bank 
Luxembourg and Ulster 
Television, have agreed to 
take part in the flotation, 
which will lead to a reduc- 
tion in their Rh*»w»h r> i/tiTig s 
The company would not say 
how many shares would be 
pot an the market. 

Four banks - Morgan 
Stanley, Deutsche Bank. 
Dresdner Bank and the 

Banque Gefierale du Luxem- 
bourg - have been appointed 
to handle the operation. 

SES sales it»e 27 per cent 
to LFri7.874bn (9480m) in 
1997, with net profits up 


34 per cent to LFrt.4Q6bn. 
The company said the forth- 
coming launch of the Astra 
2A satellite would improve 
revenues this yBar. 

Although SES’s market 
value has not been deter- 
mined, Pearson, owner of the 
financial Times, sold a 7.G 
per cent economic stake in 
the company for £160m 
(9270m) in February, indicat- 
ing a £2J.bn value for SES. 

• It emerged yesterday that 

Clay Whitehead, a US satel- 
lite specialist, has filed a suit 
in Luxembourg against SES 
claiming punitive damages 
and an estimated 9180m- 


$200m as his share of profits 
over 20 years, writes Simon 
Super. 

Mr Whitehead, who was 
director of the US Office of 

Telecommunications under 

President Nixon, supplied 
some of the satellite technol- 
ogy for SES in the 1980s. and 
says he is largely responsible 
for the company’s “great 
financial SUCCeSS". 

He argues that SES was 
wrong to suspend his 50 
founders’ shares in 1993. The 
company claimed that he 
•bad broached an agreement 
by working for competitors, 
which be denies. 


Allianz succeeds in bid Raisio to launch 
to win control of AGF low-fat version 


By Antkew Jack a Parts 

Allianz, the German 
insurance group, yesterday 
gained clear control over 
AGF of France, acquiring 
78.7 per cent of the capital at 
the end of its friendly take- 
over bid. launched late last 
year. 

The success of the opera- 
tion means the group will 
scale back its subsidiary 
offer, leaving it with 51 per 
cent of AGE’S shares with 
the remaining 49 per cent 
still quoted on the Paris 
stock exchange. 

The details of the deal - 
launched as a “white 
knight” bid to block a hostile 
offer from Generali of Italy - 
emerged as AGF unveiled a 
25 per cent rise in 1997 net 
income to FFrUbn (9314m). 

Antoine Jeancourt-Galig- 
nani, AGF's ^Hahtnan, said: 
“After a long wait, this 
group is today not only 
ready for a real leap forward, 
but is already organising the 
conditions for it to take 
place." 

He confirmed that Allianz 
would take less than half the 
boardroom seats, in line 
with its pledge during the 
takeover bid. The German 
insurer yesterday named 
three of its executives to the 
board, including Henning 
Schulte-Noelle, chairman It 

also named Jean Peyrele- 


of Benecol 


r. "i -.V..,- 
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Antoine Jeio ourt G J aiwii Aff ‘ re dy tor « real leap forwar d* 


vade, chairman of the 
French state-owned hank 
Credit Lyonnais and a long- 
time ally of Allianz, to the 
AGF board. Mr Jeancourt- 
Galignani said he would 
remain chairman for the 
next four years, until he was 
65. 

Jean Philippe Thierry, the 
chairman of Athena, the 
insurance group acquired by 
AGF last year, will leave the 
group. Andr€ Levy -Lang, 
chairman of Paribas and a 
member of the Ath€na 
board, will succeed him on 
the new AGF board. 

Dominique Bazy, the for- 


mer deputy head of the 
insurance group UAP and 

rhairman of Allianz F ranca, 

will join the executive board. 
He will be a managing direc- 
tor alongside Yves Mansion 
and Jean-Franc ois Debrols 
foam AGF. There win be four 
other members of the execu- 
tive committee. 

The AGF results included 
AtbSna, which reported net 
income up 70 per cent to 
FFr45 lm. AGF will soon 
acquire Allianz France and 
Assurances F£d£rales LARD, 
the Goman group’s French 
operations, for about 
FFrTbn. 


By 6>cg Mctvor ki Stocfcbotan 

Raisio, the Finnish food and 
chemicals group, will next 
week launch a new low-fot 
version of its cholesterol- 
cutting margarine. Benecol, 
in an attempt to broaden the 
product’s appeal among 
consumers. 

The Finnish company, 
whose shares have soared in 
the past two years on the 
back of Benecol’s perceived 
potential, said “Benecol 
light”, containing only 40 
per cent fat, would comple- 
ment the existing spread, 
which has an 80 per cent fat 
content 

Raisio denied that the 
introduction of. a lower fat 
variant undermined the 
health-enhancing image it 
has promoted for full-fat 
Benecol. Sten von HeUens, a 
senior Raisio official, said 
many consumers had 
demanded a lower-fat ver- 
sion of the margarine. 

He conceded that the hew 
product could take “a little” 
market share from normal 
foil-fat Benecol, but he pre- 
dicted it would extend Bene- 
col’s appeal among people 
who prater a lower-fat diet. 

At present, Benecol is 
available only in Finland, 


where it has a market share 
of about 12 per cenL But 
Johnson & Johnson, the US 
healthcare group, last month 
signed a worldwide market- 
ing deal for Benecol prod- 
ucts and has pledged to' 
transform the margarine 
into a global brand. 

The US company is expeo- 
ted to launch a range of 
Benecol-based products in 
North America this autumn. 
eman in g approval by the 
US Food and Drug Adminis- 
tration. 

Clinical tests have 
suggested that daily con- 
sumption of Benecol can 
reduce levels of harmful cho- 
lesterol by up to 15 per emit 

The margarine’s key 
cholesterol-cutting ingredi- 
ent is known as stanol ester, 
an extract from wood pulp 
and vegetable off. 

Raisio said the Finnish | 
National Food Admlnistra- , 
tkm had approved Benecol 
light as a special dietary 
product which could be rec- 
ommended to people suffer- 
ing from elevated blood cho- 
lesterol levels. 

Results of clinical tests on 
the new Spread will be pub- 
lished at next week’s launch. 

Raisio shares rose FM9 to 
FM900 in Helsinki yesterday. 


Spanish 
tobacco 
group 
hits high 

By Tom Bums h Madrid 1 

Shares in Tab&calera, the 
Spanish tobacco group to be 
fully privatised this month,' 
touched an all-time high yes- 
terday amid strong demand 
for its Pta342bn (92J2bn) 
share issue, launched this 
week. 

Applications for Tabacal- 
era shares were spurred by 
reports that tobacco prices 
in Spain would rise by up to 
25 per cent oyer the next 
three years to adjust to those 
elsewhere in the European 
Unkm. 

The tobacco company had 
previously forecast strong 
earning growth from its 

diversification into the 

domestic distribution sector 
and from expansion in. the 
international cigar market 

The share price yesterday 
rose to Pta4.000, an historic 
high, before Calling back. to 
dose at Pta3,750, down from 
Tuesday’s close of Pta3£8Q.. 
The retail tranche of the 
issue, which involves the 
gate of the government’s 522 
per cent stake in the group, 
accounts for 63.2 per cent of 
the Hifttel offer. 

The company said this 
tranche had been 3J4 times 
over-subscribed within 48 
hours of the start of the 
application period. 

The demand from small 
savers totalled 162,000 indi- 
vidual applications for . 
shares and represented more 
than twice the total value cf 
the offer. 

The disposal will be com- 
pleted on April 28, and Taba- 
calera is confident the sale 
of the government’s stake' 
will increase its number of 
shareholders from 14.000 to 
more than 300,000. 

The strong demand 
suggested the government 
would push ahead with the 
privatisation of the power 
group Endesa, provisionally 
scheduled for May or June. 
This disposal, which is likely 
to be similarly weighted 
towards small domestic sav- 
ers. is worth some 
Ptal,366bn, and will set a 
new record for a market pri- 
vatisation in Spain. 
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KPN's profits 
exceed expectations. 




The net income of Royal PTT Nederland NV (KPN) increased in 
1997 by 9.3% to NLG 2.690 million. Sales went np by 443% to NLG 
30,776 million. Sales at PTT Telecom reached NLG 15,473 million 
and at PTT Post/TNT NLG 15,267 million. KPN’s operating income 
want up by 62% to NLG 4.642 million. Earnings per share h 
rose in 1997 to NLG 5.72. as compared with NLG 529 in 

Total 

1996. 

flpar 

The KPN Board of Management has decided, subject - - 

Earai 

to approval of the financial statements, to pay a divi- 

Sma 

dend of NLG 3.10 over the 1997 financial year. 

Eatni 

The 1997 dividend will be equal to the sum of the 

first interim dividend of NLG 1.10 and the second interim 
dividend of NLG 2.00, so no final dividend will be paid. 
Shareholders may elect to receive the second interim 
dividend either in cash or in shares. The dividend will be 
made payable as of May 25. 1998, after the option period that 
will run from April 29 to May 20, 1998. 

PTT Post/TNT recorded a net profit of NLG 694 million in 

1997. TNT’GDE^ 7 contributed NLG 64 million to the 
profit. Sales more than doubled to NLG 15,267 million, and 


operating income increased by NLG 212 million (19.1%). 
Mail, Express and Logistics contributed to the higher sales 
by NLG 24 million, NLG 139 million and NLG 20 million, 
respectively. 


Total operating rev ernes 

30,776 

21330 

442% 

f ■■ 1 ■ 




Earnings 

2.590 

2A62 

92% 

Gmqraftity- . 

| / stow 

■ =:* 


Earnings per stare 

NLGSJ2 

NLG 529 

8.1% 


decision, with the approval of the Supervisory Board, to 
rec ommen d to its shareholders to resolve die demer ge r of the 
mail, express and logistics activities. The demerger will allow 
KPN NV (die new telecommunications company),TNT Post 
tm Group NV and Vision Networks NV in principle, to 
ope rate independently of each other. 


May 1998. The general meeting of shareholders will be 
held in The Hague, The Netherlands on June 26, 1998. 
Copies of the 1997 KPN annual report are obtainable 
by fillin g in the coupon or by faxing +31-23-5623024 


PTT Telecom recorded a net profit of NLG 1,941 million and 
sales of NLG 15,473 million, an increase of 9.4% and 8.4%, 
respectively. Much of the growth in sales «»»i be attributed to 
the increase in sales of mobile communication services by 
NLG 524 million (27.8%) and of national telephony services 
by NLG 366 million (5.6%). Station 12 (satellite communi- 
cation) increased its market share and strengthened hs posi- 
tion as global market leaden 

Id June 1997, the Board of Management Hunnnnrw^ jis 


PLEASE, send me a copy of ihe 1997 KPN Animal Report 
(cniliblc fr o m May 25). 


Company. . 


Ppswodc/chy 

Send in a sealed envelope to; 

KPN, Amwoordmmmier 61,9700 VB Groningen, be Noheriands. 


Second 1997 
Interim Divider* 


KPNwdl P*Y n wcona 1W7 If 
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COMPANIES & FINANCE: THE AMERICAS 


— EjL S I R 0. N G us DOLLAR AND ASIAN CRISIS TAKE TOLL 

Goodyear safes dip 

in first quarter 


By WddTa it 
fa Chicago 


The strength of the us 
dollar coupled with weak- 
ness in. Asian markets 
caused Goodyear, the US 
tyre manufacturer, to report 
a dip in first-quarter sales to 
$3Jbn. In the same period a 
year earlier, the Ohio-based 
group saw sales of &2bn. 

But Goodyear still 
man aged to post a modest 
gain in after-tax profits. The 
company said net profits 
totalled 1176.8m, up from 
$1 70.4m in the first quarter 
of 1997, with earnings per 
share rising from $1.08 to 
$ 1 . 11 . 

Excluding one-off items - 
which included a gain of 


$37.£tn on the sale of a latex 
plant and the loss of $34.7m 
related to the pending sale of 
its AH American Pipeline 
System — earnings per share 
rose from $1.01 to $LG9. 

This was just slightly 
ahead of analysts' estimates 
which averaged around the 
$1.08 mark, according to 
First Call 

Samir Gibara. Goodyear’s 
chairman, described th* 
Asian markets as “severely 
depressed", and the com- 
pany reported a 50 per cent 
reduction fan in original 
equipment sales to the Asian 
region. 

The translation effect from 
strong US dollar against 
both Asian and European 
currencies also cost the com- 


pany about $l24m. in sales. 

However. Goodyear said 
profitability had been helped 
by lower raw material costs, 
and some continuing produc- 
tivity improvements. 

It reported a gross margin 
of 24.7 per cent, up from 2&5 
per cent a year earlier. 

Meanwhile, Eaton Corpo- 
ration, the Cleveland-based 
controls group which is a big 
supplier to the automotive 
and semiconductor indus- 
tries, also repealed a sales 
decline in the first q uar ter, 
to $1.69bti compared with 
$L79bn a year earlier. 

Aftertax profits rose 4 per 
cent to $105m, with earnings 
per share increasing more 
significantly, from $1.29 to 
$1.42. 



BankAmerica exceeds expectations 


By John Airifms hi New York 

BankAmerica, which this 
week announced it was 
merging with NationsBank 
to form the largest retail 
bank in the US, yesterday 
released earning s figures for 
the first quarter comfortably 
ahead of Wall Street ana- 
lysts’ expectations. 

In line with the trend 
already noted at most of the 
commercial banks to have 
reported so Car, fee income 
from activities such as fund 


management and capital 
markets increased substan- 
tially, while net* interest 
income, derived from lend- 
ing, fell somewhat 

Overall, BankAmerica's 
profits rose to $885m from 
$780m in the equivalent 
quarter at 1997. helped fay a 
sharp rise in non-interest 
income, which increased 82 
percent to $LSlhn. 

Ramfnpq pgr diluted share 

rose to $1.17, compared with 
$1.03 a year ago. This was 2 
cents ahead of the consensus 


of analysts’ expectations, 
according to a poll by the 
Boston-based First Call 
research group. 

It was helped both by its 
ara jifattiru; of fh» Bbbertson 
Stephens investment bank, 
completed during the final 
quarter of last year, and by a 
rebound in its 
trading operations following 
the problems caused by the 
Asian cozTBDcy crisis. 

T rading income rose from 
$63m in the fourth quarter of 
last year to $251m. This was 


also comfortably ahead of 
the $188m recorded in the 
first quarter of last year. 

BankAmerica, which is 
based in San Francisco, also 
confirmed that it would have 
to stop its share repurchase 
campaign, having bought 
sxm shares during the first 
quarter. This is because its 
merger with NationsBank 
wifi be accounted as a pool- 
ing of inter ests . 

It also announced it had 
cancelled the planned sale of 
its retail businesses in 


Texas, because these can 
now he merged with 
NationsBank's large branch 
network in the state. 

BankAmerica’s shares fell 
slightly in morning trading, 
although by slightly less 
than the average for the sec- 
tor, down $& at $91. 

• Trading revenues for 
Republic New York 
increased by 24 per cent over 
the year to SSfim, while net 
interest income was only 
slightly increased, up from 
$253.6m to $26£L3m. 


Unisys lifted by growth in IT services 


By Christopher Price 
to San Francisco 


Strong gTowth in 
information technology ser- 
vices helped Unisys, the US 
computer products and ser- 
vices group, to triple net 
income to $63m In the first 
quarter of 1998. 

Revenues rose 8 per cost 
to $L65bn. 

Lawrence Weinbach, chair- 
man and chief executive, 
said the results underlined 


the group’s recovery. Strong 
cash generation during the 
quarter had led to further 
reductions in the group's 
debts. The group aims to 
reduce borrowings by $lbn 

by 2000. 

Mr Weinbach said he was 
confident of reaching th** tar- 
get and that this would open 
up further opportunities. 
“We are going to increase 
our investment in the busi- 
ness and possibly look at 
acquisitions. There is a lot of 


on in the 
IT industry at the moment 
and we are keeping an eye 
on that" 

As part of this strategy, 
Unisys wifi next week ask 
shareholdeis to an 

increase in the number of 
shares in case a suitable 
opportunity arises. “It will 
give us flexibility,” said Mr 
Weinbach. 

The ' IT services business, 
which supplies systems and 
services to business users. 


moved from an operating 
loss of $50m to a profit 
of $7to- 

Sales increased 19 per cent 
to $510m. with computer 
Systems sales flat at $61fin 
as a result of Unisys’s deri- 
sion to pull out of the per- 
sonal com put er and low-end 
server markets. 

Unisys announced last 
month that it had struck an 
agreement with Hew- 
lett-Packard for the supply 
of PCs, notebook computers 


and servers as part of a 
strategy of becoming an IT 
solutions b usiness 

Mr Weinbach set out at 
that time Unisys's strategy 
for reducing its heavy debts. 
With $l98m paid off in the 
first quarter, the company 
had subsequently achieved 
debt reduction of $80Qm. 

Debt levels are currently 

about $814m. 

Earnings pa- share were 14 
cents, compared with a loss 
of 6 cents. 


Coca-Cola 
hurt by 
dollar’s 
strength 

By ffictard Tomkins 
iu New York 


Coca-Cola, the US soft d rinks 
group, yesterday said the 
volume of soft drinks sold in 
the first quarter surged an 
underlying 9 per cent world- 
wide, but the strong dollar 
led to a disappointing finan- 
cial performance. 

Net profits tumbled from 
$987m to $857m, largely 
because the previous year's 
first quarter included a 
substantial gain from the 
sale of the company's inter- 
est in Coca-Cola & Schwep- 
pes Beverages. 

Even excluding the gain , 
equivalent to 8 cents a share, 
the improvement was weak 
by Coca-Cola's standards. 

Underlying earnings per 
share rose Just 9 per cent 
from 32 cents to 35 cents, in 
a quarter with more ship- 
ping days than usual. The 
company also continued its 
heavy stock repurchases. 

The earning; per share fig- 
ure was ahead of the 

consensus forecast of 34 
cents a share, but in early 
trading Coca-Cola shares 
were down $ln, or nearly 2 
per cent at $76%. 

Coca-Cola said underlying 
sales volumes, excluding the 
effect of extra shipping days, 
rose 9 per cent. Revenues 
and profits were hit by the 
rising dollar, which was 10 
per cent stronger against a 
basket of currencies. 

Operating profits rose 12 
per cent to $13hn in spite of 
the stronger dollar and 
heavy investment in market- 
ing. intended to build 
volumes. 

Coca-Cola, which earns 80 
per cent of its profits from 
outside the US. has histori- 
cally engaged in extensive 
currency hedging operations 
to protect its dollar profits, 
but the long rise in the dol- 
lar has reduced the effective- 
ness of these measures. 

Yesterday it said its hedg- 
ing operations had previ- 
ously limited the negative 
impact on its bottom line to 
a maximum of 3 per cent, 
but the impact would likely 
be greater than that this 
year. 


NEWS DIGEST 


SECURITIES 


Bear Steams ahead at 
$ 166 m in third quarter 

Bear Steams yesterday reported net income for its third 
quarter, ending on March 27, of $1 66.3m, or $1.15 a share, 
the second best quarter in the US-based securities firm’s his- 
tory and 14) from $165.5m in the same period last year. 

Revenues for the quarter were $1 .1 bn, up 1 2.4 per cent 
from $834 ikn a year ego. The firm's staff is up 20 per cent, 
after significant additions in investment banking, equities and 
asset management Sam Moiinaro, Bear Steams' chief finan- 
cial officer, said recruitment had been facilitated by the dis- 
placement of staff caused by recent consofidation and 
retrenchment in the industry. The 400-strong London office 
was fikriy to add 50-100 more staff this year, he added. 

Mr MoUncro said the tern would continue to build organi- 
cally and was not looking for potential merger partners or 
acquisitions. Tracy Corrigan. New York 

MOTOR LUBRICANTS 


Pennzoil and Quaker in merger 

Pennzoil and Quaker State have agreed to marge their com- 
peting motor lubricants and oil change centre operations into 
a new company with estimated annual revenues of about 
$3bn. The deal brings together two of die biggest brands in 
the sector, and follows PereizoiTs successful defence against 
a hostile takeover bid from Union Pacific Rosoreces, during 
which it claimed repeatedly it had plans to increase share- 
holder value. 

The Penrool contribution wfil Include the International Jiffy- 
Lube franchise business, which will be spun off Into a sepa- 
rate company and then merged with Quaker State, which runs 
the Q-Uibe chain. 

Pennzoil shareholders, who wfil retain their existing stock 
and get one share in the new company for each unit already 
held, will own 61.5 per cant of the new group, which is yet to 
be named. Quaker stockholders will receive 0.82 shares for 
each Quaker share they own. 

The deal is expected to be tax-free and reduce combined 
operating costs by up to $125m a year. 

Christopher Parties, Los Angeles 


PROCESSING 


Oglebay bids for Global Stone 

Oglebay Norton, the US resource and distribution group, has 
emerged as a “white knight" by offering C$250m (US$1 74m) 
for Global Stone, the Canadian limestone processor that had 
been the target of a hostile takeover bid by the Belgian-based 
Carmeuse. 

Global Stone said Oglebay Norton's bid represented a fair 
value for the company and announced it would lift the "poi- 
son plir restrictions it had put in place to fond off Carmeuse's 
C$200m offer. Global Stone, which has facilities in Canada 
and the US, would operate as a business unit of Oglebay 
Norton under the direction of Global Stone's current manage- 
ment 

Oglebay Norton, which mines and markets industrial sands, 
has embarked on an expansion project and recently acquired 
a US limestone quarry. The company, which had 1997 reve- 
nues of US$1 45m, also operates a shipping line in the Great 
Lakes region which Global Stone has used to transport its 
products. Scott Morrison, Toronto 
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The Board cf Managemen t of 
Royal PTT Nwieriand NV {KPN) has 
decided, subject to approval by die 
S up erv iso ry Board, to pay a second 
mi n im dividend ofNLG 2 in cash per 
ordinary share of NLG 10 par value 
over the 1997 financial year. 

KPN to offering each shareholder a 

choice of payment of the second 1997 
mr wim dividend entirely in cash or 
entirely in die form of ordinary shares 
charged against the additional paid-in 
capital or, if the shareholder so elects, 
against die other reserves. The valne of 
the dividend paid in shares will be 2% 
to 5% lower than the value of the cash 
dividend. The number of dividend 
rights enririing shareholders 10 one 
new ordinary share win be established 
at a round figure based on the closing 
price of KPN shares on the AEX Stock 
Exchange on May 20, 1998. 

Payment of «tw aocond interim 
dividend in shares charged against 
the additional paid-in capital wiD be 
i*«wnpr from dividend tax in the 
Netherlands. Payment m shares 
char ged n gimg the other reserves 

wiD m principle be subject to 25% 

dividend tax over the par valne of . 
die payment. 

The schedule for the second 1997 
inrerim dividend is: 

April 29, 1998 Ex-dlvidcnd lilting of 
KPN shares and starting dote for 
electing form of payment of second 
interim dividend. 

May 20, 1998 Closing date for staring 
preference of second interim dividend 
payment options (before die dose of 
trading on the AEX Stock Exc hang e). 
Adoption of the proposal for the 
dividend in shares based on the dosing 
price cm May 20, 1998. Approval by 
the Super viso ry Board of die dividend 
proposal (si cash and in shares). 
A nn o uncement "f the second interim 
dividend in cash and in shares after the 
dose of trading on die AEX Stock 
Exchange. 

May 25, 1998 Payment of dividend 
amt start of drixvmy of shares in 

connection with stock dividend 
conversion. 


If you are a shareholder, you should 
inform your bank or stock broker 
wbet e tite shares are in deposit before 
the end of the option period whether 
you wish payment of yonr dividend in 
f fj - tr 1 ahawa Tn y ytlnr- 

bank or stockbroker wffl indicate a 
pre fe ren ce on your behalf if you do 
not make yonr wishes known before 
foe end of foe option period. 

Banks and stock brokers are 
requested to submit the dividend 
rights winch are rite subject of their 
diems* dividend payment options 
to ABN AMRO Bank N.V. in 
Amsterdam, ING Bank N. V. in 
Amsterdam or Rabobank Nededand in 
Uiiccbt not laser than May 20, 1998 
(before the dose of trading on the 
AEX Stock Exchange). 

Sha reholdc s whose pre feren c es have 
not been indicated will receive the 
dividend in cash after deduction of 
25% dividend tax. • - 

Payment of the efividend in cash and 
de E v e ry of shares in co nn e ct ion with 
stock dividend enmaom riU start 
May 25, 1998. The new ordinary 
ahnr f mriile dwre fogtn tn fhf 
1998 dividend and die dividends 
of subsequent years. 

Dofivsry of ordinary shares to banks 
or stock brokets will take place based 
exclusively on the total number of 
dividend rights delivered by the bank 
or stock broker on May 20, 1998. 
Smnaining fractions win be settled in 
cash. 

Member firms of tha AEX Stock 
Exchange will receive the compen- 
sation stipulated in the 90-56 drcolar 
for foe c onversi on of dividend rights to 
nwH, shareholdeis to their 

dividend Tight* free of commisrion. 


The Board of Management 

Q r ammgm , April 8, 1998 
Siariompltin 7 
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Last Quarter, WaJl Street’s No. 1 
IPO Underwriter Wasn’t on Wall Street 



“One surprise on the IPO front was the emergence of Arlington. VA - based 
Friedman, Billings, Ramsey Group as the top ranked underwriter of IPOs, 
excluding closed-end funds and unit issues.” The WaaSmttjoamaP, April 1 . 1998 


Manager US Issuer IPOs mm - 3/31/98 
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Merrill Lynch & Co. 

783.8 

13.0 

7 

3 

Morgan Stanley Dean Witter 

6065 

10.0 

4 

4 

Goldman. Sachs & Co. 

589.6 

9.7 

6 

5 

Credit Suisse first Boston 

504.7 

8.3 

5 

6 

Donaldson. Lufkin & Jenrette 

468.7 

7.7 

6 

7 

BT Alex. Brawn Incorporated 

293.8 

4.9 

5 

8 

Salomon Smith Barney 

248.9 

4.1 

3 

S 

JP Morgan & Co. Inc. 

1725 

2.9 

1 

10 

PairteWebter 

1645 

V 
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We Thank our Clients for their Confidence in our Abilities 
and Congratulate our Talented Employees 


Friedman Billings Ramsey 
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Degussa <$> 

Degussa AG, Degussa Corporation, Degussa Canada, 

Degussa International Finance. ASTA Medka AG, ASTA Medica Inc^ Mura Pharmaceutical Inc. 

DM 800,000,000 Global Syndicated Revolving Credit Facilities 

DM SSOfiOOfiOO Multicurrency Revolving Credit Facility CAD 204fi00ft00 Multicurrency Revolving Credit PaciStj 

Joint Arrangers 


ni««» Manhattan pic Royal Bank of Canada Group 
Dresdner Klein wort Benson Degnssa Bank GmbH 


Load Managers 


Load Managers 


Pun rn Commexcmle Italians, Frankfurt am Main Branch 
Basque Bruxelles Lambert France 

Basque Naoonaie dr Paris S.A. 

Bayeriscbe Landesbank. Frankfurt Branch 
The Chase Manhattan Bank AG 
Commerzbank Aktiengesellschaft 
Den Danske Bank 
DG BANK Luxembourg S. A. 

GENERALE BANK NV 
T - Rank Landeskreditbank Baden WOrttemberg 
LANDESB ANK RHEENLAND-PFALZ - Girozentrak 
Royal Bank of Canada Europe Limited 
Vereinsbank Ireland 
WestLB Group 

Managers 

Deutsche Girozencrale International S-A. 

FRANKFURTER SPARKASSE 
HELABA Londesbank Hessen-TbQringen Girozentrale 
KREDIEIB ANK-BANKVEREIN Aktiengesellschaft 
Nonideutsche Landesbank Luxembourg S A. 

Sal. Oppenheiin jr. & Ge. KotnrnanditgeseUschaft auf Aktien, 
Zweigniederlassung Luxembourg 
Trinkaus & Burkhardt KGaA 


Baaca Commerriale Italian* of Canada 
Bank of Montreal 
The Chase Manhattan Bank of Canada 

Citibank Canada 
Deutsche Bank Canada 
Dresdner Ranir fwwifa 
Royal Bank of Canada 


Managers 

Credit Suisse First Boston Canada 
Mellon Bank Canada 


Facility Agents 


Dresdner Bank Luxembourg SA. 


Royal Bank of Canada 


Q CHASE O Dresdner Kleinwort Benson 


ROYAL BANK 
OF CANADA 


degussa’ 
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The shareholders of 
SANDVIK AKTIEBOLAG 

are hereby called to the Annual General Meeting of the Company 
to be held on Wednesday, 6 May 1998, at 3:00 p.m. 
at Ishallen, Jemvallen, Sandviken, Sweden. 


Notification 

Shareholders wfao wish to participate in the Meeting should notify the 
Board of Directors by mail addressed to Sandvik AB. Legal Affairs, 
SE-8] 1 81, Sandvikn, Sweden, or by telephone, +46 (0)26-26 10 81 
or telefax, +46 (0)26-26 10 86. Such notification must be received by 
Sandvik AB oat later than 3:00 pm Monday, 4 May 1998. To be eli- 
gible to participate in the Meeting, shareholders must be recorded in 
the share register maintained by Vaidepapperscentralen VPC AB 
(Swedish Securities Register Center) as of Friday. 24 April 1998. 
Shareholders whose shares are registered ip the name of a trustee 
must have temporarily re-registered the shares in their own name not 
later than 24 April 1998. 

Please provide name, personal registration or corporate identity num- 
ber. address and telephone number when providing notification. If 
pam riparian is by proxy, the proxy should be forwarded prior to the 
Annual Genoa! Meeting. 

Agenda 

1. Election of Chaimum of the Meeting. 

2. Preparation of the list of shareholders entitled 
to vote at die Meeting. 

3. Address by President CUs Ake Hcdstram. 

4. Approval of the list of shareholders entitled to vote. 

5. Ekoion of minutevcheckers. 

6 Deter m ination of whether the Meeting has been duly convened. 

7. Presentation of the annua] report and auditors' repan and the 
co ns o lidat e d financial statements and consolidated auditors' report. 

8. Motion on adoption of the income state meat and balance 
sheet and the cumoiidaied income statement and balance sheet. 

9. Motion on the disetuage of the members of the Boaed of 
Directors and of the President from liability for the fiscal yean 

10. Decmoo on the disposition to be made of the profits shown in the 
balance sheet adopted by the Meeting. 


11. Detefminatkni of Ox number of Board members and deputy 

nymIlWT 

12. Determjnaooa of the number of audaora and deputy auditors. 

13. Determination of the fees to be paid to Board members 

and auditors. 

14. Election of the membeo of the Board and deputies. 

15. Election of auditors and deputy auditors. 

Dividend 

The resolution of the Annual General Meeting with respect to ihe 
dividend shall specify die dale at which the share register maintained 
by VPC (Swedish Securities Register Center) and the related list of 
assignees, etc. are lobe doted. The Board of Directors propo se s 
Monday, 11 May 1998 as the record due for payment of the dividend. 
If the Meeting approves this proposal, it is estimated that dividend 
payments will be distributed on Monday. 18 May 1998 to persons 
recorded in the share register and related list. 

Proposal to the Annual General Meeting 
Members of the Board: Percy Baraevik, Georg Ebrnrooth. 

Per-Oksf Eriksson, Clas Ake Hedstzdm, Chs Rjeutenki^d, 

Miuritz Sthlm and Sven Agrup. 

Auditors: Authorised Public Accoostain Li* Svantemark. 

Authorized Public Accountant Bernhard Ohm. 

Dejxny Auditors: Authorized Public Accountant Peter Maddbont. 
Authorized Public Accountant AkeNisman. ■ 

The Board proposal is supported by shareholders representing 
approximately 45*5 of the voting rights far aD shares in the Company. 

Sandviken. April 1998 

SANDVIK AKTIEBOLAG-. (publ) 

The Board of Directors 



LOFTS IN 

CYBERSPACE 



MANHATTAN LOFT CORPORATION 

WEBSITE 

httpY/www.manloft.co.uk 


Nakomthon Bank Public Company Limited 
Cayman Islands Branch 

U.S. $30,000,000 

Subordinated Floating Rase Notes due 2004 

In accordance with the reran and condemns of the Nows, the rate of 
interest applicable fa- the uueresipeiodI5ch April 2998 to 15th 
October, 199S is 7.1875 per cent- per annum. 

[merest payable on 1 5th Ocrubes, 1998 per Note of US. SI0MJOD 
will be U.5. 53,653.65- 

Bunkers Trust Company, Fiscal Agent and 

Hong Kong Agent Bank 


CORRECTION NOTICE 

Socialist Republic of Vietnam 

Discount Bonds Doe 2028 

Notice is hereby given hot the Role of Interest has boon fixed at 
6.625% and that the interest payable an the relevant Interest 
faymani Dolt, September 14 f 1 998 agafat coupon No. 1 in re ap e d 
of USS1 ,000 nominal of Bonds will be S34J23 

Ap rl 16. 1 990 _____ 
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COMPANIES & FINANCE: THE AMERI 

CANADIAN TELECOMS — - — — 

Call-Net bids for Fonorola 


CM 


By Edward Aldan to Toronto 

Call-Net Enterprises, the 
Canadian long-distance tele 
communications carrier, yes- 
terday announced a C$LGbn 
(OSJLlira) bid to take over 
Fonorola, an acquisition that 
would create the country's 
largest alternative 
long-distance company. 

The announcement set off 
a frenzy of speculation that 
other bidders could enter the 
game, sending Fonorola’s 
shares from C$44.20 at Tues- 
day's close to a high of 
C$67.25 in mid-day trading 
yesterday, C87.2S Over Call- 
Net's bid price. 

Analysts said other possi- 
ble suitors included Alberta- 
based Telus, which is dis- 
cussing a business combina- 
tion with AT&T Canada 


Long Distance Services, Bell 
Canada Enterprises, Cana- 
da’s largest phone company, 
and WoridCom. of the US- . 

Fonorola’s board was 
meeting last night to con- 
sider the offer. 

Jrai Koor, CaB-Net presi- 
dent and chief executive, 
said the acquisition would 
provide more than C5600m 
in savings over five years 
from better use of the com- 
bined network, and reduced 
capital and operating 
expenses. 

“The combined company 
would have access to the 
entire Canadian market- 
place. links to the US and an 
enhanced position to serve 
international and transit 
markets." he said. 

Call-Net’s subsidiary. 
Sprint Canada, is die largest 


alternative carrier in the res- 
idential and snail business 
longdistance market, while 
Fonorola is the second larg- 
est alternative provider Bar 
institutional and big busi- 
ness customers. 

Fononda also owns a gate- 
way switch in New York, 
which could route Canadian 
and US mils overseas when 
Teleglobe loses its monopoly 
on international traffic later 
this year. 

' The combined entity 
would have 16 per cent of 
the Caitwriinn long-distance 
mtiiT data services market, 
making it a serious rival to 
Bell nanwdii and to the Sten- 
tor alliance of regional tele- 
phone companies. It would 
' control a 14,700km flbre- 
-optic network with 1.35m 
customers in Canada, and 


Crandall to step down 
as chairman of AMR 


By Richard Tondcins 
In New York 

AMR, parent of American 
Airlines, the second biggest 
US carrier, yesterday 
reported soaring profits far 
the first quarter and 
announced that Robert Cran- 
dall its f*baTrman and proba- 
bly the best known figure in 
the world airline industry, 
would retire on May 20. 

Mr Crandall 62, recently 
indicated that he wanted to 
step down before reaching 
AMR’s mandatory retire- 
ment age of 65. He will be 
succeeded by his heir appar- 
ent. Donald Carty, the com- 
pany’s president 

Mr Crandall leaves AMR 
at a time when American 
Airlines, and the rest of the 
US airline industry, has 
become more profitable than 
at any time since its incep- 
tion. After seven years of 
growth in the US economy, 
domestic flights are operat- 
ing with fewer em pty seats 
than ever, enabling airlines 
to push up teres to record 
levels. At the same time, fuel 
costs have plummeted 
because of low oil prices. 

- - AMR -the first US airline 
•to report its first-quarter 
results - said net profits had 
shot up 90 per cent from 
$152m to 5290m. or 53-24 a 
share, far in excess of the 
52.51 a share predicted by 
analysts. 

AMR's shares surged 55%. 
or 3 per cent, to $152% in 
early trading, taking other 
airline's shares with them. 
UAL, parent of United Air- 
lines, rose $1% to $93$, and 
Delta Air Lines rose 51% to 
5120ft- 

AMR also announced a 
two-far-one stock split. 

Mr Crandall, combative 
and gravel-voiced, is credited 
with shaping the world air- 
line industry as well as 
AMR. Under his leadership, 









Robert Crandafc credited with sha ping world akBne in dustr y Reuters 


AMR invaded frequent flyer 
programmes, developed the 
Sabre computer reservations 
system, led the field in yield 
management techniques and 
played a lead role in the 
development of hub-and- 
spoke route networks. 

He also had his setbacks. 
His attempt to simphiy the 
airline industry’s complex 
pricing structure with a 
mileage-based Systran called 
value pricing co n t ri b u ted to 
heavy Losses for AMR in the 
early 1990s when other 
airlines failed to follow Its 
lead. 

Earlier. - in 1982, he 
famously ran into trouble 


with the antitrust authori- 
ties when he was caught try- 
ing to persuade Howard Put- 
nam, then head of Braniff 
International Airways, to 
co-operate in raising fares 20 
per cent. Mr Putnam 
refused. 

Mr Carty, a Canadian, has 
been with AMR since 1987 
and was promoted to presi- 
dent in 1995. 

He is regarded as less 
abrasive than Mr CrandalL 
though no less shrewd, and 
may help improve the air- 
line’s strained relations with 
its employees. 


See Lex and Observer 


Date set for court to 
consider Lockheed deal 


By Alex a n der fflcoD, 

Defence Corespondent 

A US federal judge yesterday 
set a trial date of September 
8 to consider the govern- 
ment’s attempt to block 
Lockheed Martin’s proposed 
58Jbn acquisition of North- 
rop Grumman. 

Emmet Sullivan, a district 
court judge in Washington, 
said the esse could take six 
weeks but promised a deci- 
sion before Christmas. 

The two military aircraft 
companies had argued for an 
earlier trial. A lawyer repre- 
senting Northrop said that 
the company was in ltmhn 
and struggling to retain 
important personnel 

The government opposed 
I the deal on the grounds 
that the combined group 
would have a virtual monop- 
oly in some areas of elec- 


Caisse Centrale de 
Credit Immobilier 3G 


tronics, and that vertical 
integration could lead the 
company to place its own 
electronic systems on its air- 
craft. 

However, the attempt to 
preserve Northrop as an 
independent aircraft maker 
has puzzled the industry, 
since it has not won a 
contract to lead a significant 
new programme for some 
years. 

“We were very supportive 
of the merger.” said Alan 
Mulally, who heads Boeing's 
defence decision, in a recent 
interview. Northrop is an 
important supplier to Boe- 
ing. which last year was 
allowed to acquire McDon- 
nell Douglas. 

Northrop Gnxmman’s-firat- 
quarter results, released 
yesterday, showed its profits 
wiped out by a $!30m charge 
connected with the merger. 


The company had a net loss 
of 512m, compared with a 
profit at $8&n a year earlier, 
cm sales down slightly from 
52.ibn to S2bn. 

The charge included 5150m 
in rewards already awarded 
to senior Northrop 
executives before the justice 
and defence departments 
blocked the acquisition by 
Lockheed last month- The 
remaining $30m was for 
advisers' fees. 

L ock he ed received a minor 
setback with an announce- 
ment by the Pentagon that it 
was delaying until next year 
a decision to go ahead with 
full production of its F-22 
stealth fighter. 

The General Accounting 
Office, the investigative arm 
of Congress, had asked for 
more tests on the aircraft 
before funds were committed 
to foil production. 


would generate about C$2bn 
in revalue in 1999. ■■ 

Call-Net is offering to buy. 
all outstanding Fonorola 
shares for either C$60 or 2,4 
Call-Net class B non-voting 
shares, with the offer split 70 
per cent cash (C$i.i2bn) and 
30 per cent shares. 

The bid could be compli- 
cated by a poison pill, or 
shareholder rights plan, 
adopted by Fonorola last 
year, which forces purchas- 
ers to hold a bid open for 60 
days. 

Call-Net's offer will expire 
21 days after the mailing to 
Fonorola shareholders. 

Call-Net yesterday 
reported first-quarter reve- 
nues of C5258JLm. a 24 per- 
cent rise on the same period 
last year. Call-Net shares 
were up C51.75 to C$26.75. 


Losses 
at Time 
Warner 
hit $ 62 m 


By Chri stopher Partem . . 
h Los Aagetes ~ V 

Gerald Levin, Time, Warmer 
i-’haftman and chief execu- 
tive. yesterday repeated Ids 
predictions of a record year 
for the entertainment group 
despite a tell into a net loss 
of 562m in the first quartern 

The results translated into 
a loss of 25 cents a share 
compared with a deficit of 8 
cents last time, on revenues 
up 7 per cent at $6bn. 

However, operating cash 
flow reached new records, 
thanks in large part to a 
strong performance by cable 
television operations, and 
despite a lack of bitsfrpm 
the Warner Bros studio. 

Group cash flow, 
expressed as operating earn- 
ings before amortisation of 
intangible assets, rose 7 per 
cent after adjustments for 
the sale and exchange of 
cable systems. 

The publishing division. 
Time Inc, rose 12 per cent, 
and Turner Cable Networks 
advanced . 34 per cent. 
Warner Bros, the HBO pre- 
mium cable channel, and 
Time Warner Cable posted 
cash flow records. 

Cash flow at Warner Bros, 
the film and television pro- 
gramming arm, rose 13 per 
cent and lime Warner Cable 
was tip 17 per cent The TBS 
film business, which 
includes Castle Rock and 
New Line, dropped into defi- 
cit as the success of The 
Wedding Singer was can- 
celled out by flops. Lost in 
Space, made by New Line, 
started well this month and 
has already grossed more 
than 540m in the US . 

Although Warner Bros 
also barf a thin quarter at 
the box office, with only LA 
Confidential ranking as a 
success, television produc- 
tion results improved, 
thanks to popular series 
such as ER and Friends. 

Music, long problematic . 
throughout the entertain- 
ment industry, continned to 
strug gle, with operating 
profits down at 598m com- 
pared with 5118m, despite 13 
Grammy Awards. Losses 
widened at the WB broad- 
cast network, which showed 
a $38m deficit against a loss 
of 520m last year. 

Comparisons with the 
group's results a year ago 
were made difficult by a 
$250m gain in-1997 from the 
sale of its stake in the E 
Ente rtainment cable chan- 
nel, while losses at WB were 
reduced last tmw by a g»fa 
made when Tribune Co exer- 
cised its option to increase 
its stake in the network to 
22£ per cent 

Reporting moves to cut 
debt by 5700m, Mr Levin said 
results were continuing to 
improve, putting it in a posi- 
tion to achieve BBB credit 
“For the rest of 1998 we are 
on track for what 1 antici- 
pate will be another record- 
breaking year,” he said. 




5116,000,000 

-Floating Rate Notes 1993 

Notice is hereby gloat that 
tar the interest period 14 April 
J998 to 14 Jafy 1998 the notes 
win cany an interest rate of 
7^0078% per annum. I nt eres t 
payable oaJiJufy 1938 min 
amount to &19.4S per SI, 000 
note. 

Agent Morgan Guaranty 
Trust Company 

JP Morgan 


ANALYSTS -INVESTORS 

Welcome to your very own internet site 


www.finance.suez-iyonnaise.com 


Complete financial data 
and information in actual time 
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GROUP EYES EUROPE 

Mannesmann 
plans DMIObn 
investment 


By Frederick Studamann 
in DflsssWorf 

Maaaesmann. the German 
conglomerate, yesterday 
detailed a DMtflbn «io_5hn) 
investment plan to further 
its ambition of becoming 
Europe’s leading private 
telecommunications 

company and boost 
performance in its 
traditional, metal-based 
activities. 

By the end of 2002 the 
company said it would 
invest DMIObn in its tele- 
coms division, which 
Includes stakes in Ger- 
many’s biggest digital 
mobile telephone network 
operator, Mannesmann Mdb- 
ilfunk. and the fixed-line 
business Mannesmann 
Arcor, which is jointly- 
owned with Deutsche Rabn 
the German state railway 
company. 

Mannesmann will also 
step up its activities in 
Prance, where its holds a 15 
per cent stake in the mobile 
telephone company CegeteL 
and in Italy where - 
together with Olivetti - it 
owns 40 per cent of Omnitel 
Pronto Italia, the country’s 
second biggest mobile tele- 
phone operator. 

In the same period, 
DM3.7bn will be invested in 
the group's automotive 
division, particularly in 
expansion abroad and 
stepping up existing 
activities in car vehicle 
cockpit systems. 

The engineering division. 


recently the group's most 
sluggish performer, will 
receive DM3 bn in invest- 
ment to bolster its interna- 
tional position, particularly 
in hydraulics. 

To help finance these 
investments, Mannesm ann 
will make use of a DM3bn 
capital increase an no unced 
last month and planned for 
late May. 

Klaus Essex-, chief finan- 
cial officer, said the signifi- 
cant investment needed for 
Arcor, Cegetel and Omnitel 
meant that the strong 
increase in returns In recent 
years achieved by the tele- 
coms division were likely to 
be slowed down. 

In 1997. telecoms made 
operating profits of DMIObn 
and achieved sales of 
DM6.79bn. 

The division accounted fox- 
more than 80 per cent of 
Mannesmann’s operating 
profits of DML74bn. 

In the first quarter, the 
division increased sales by 
39 per cent. At Mobilfunk 
sales rose 34 per cent and 
the D2 mobile network broke 
through the 4m customer 
barrier. 

Joachim Funk, cha i n™*™. 
said first-quarter sales for 
Mannesmann as a whole 
rose 23 per cent to DMSJShn 
and orders were up 11 per 
cent to DM11 bn. 

The financial crisis in 
Asia, which could hit the 
group's loss-making plant 
making subsidiary Demag, 
had yet to make itself 
felt 


Mediaset and 
News Corp still 
in contact 


By Paul Betts 
in Mian 

Mediaset and Rupert 
Murdoch's News Corporation 
are stOl in contact over col- 
laboration in television 
despite the recent refusal of 
Silvio Berlusconi, former 
Italian prime minister, to 
sell his controlling stake in 
the Italian television group 
to the Australian-based 
media concern. 

Fedele Confalonieri, Medi- 
aset chairman, yesterday 
said the Italian group “has 
not broken its relations with 
Mr Murdoch”. 

He added that the two 
groups “could do things 
together in the fixture". 

Mr Murdoch’s group 
remained an important sup- 
plier to Mediaset’s television 
channels, and the two 
groups were considering 
joint productions, he said. 

The Italian media group 
yesterday said it was aimin g 
for an annual 12 per cent 
growth in earnings per share 
over the next three years, 
and for a rise in its return on 
Investments from 13.2 per 
cent last year to more than 
15 per cent by the turn of the 
century. 

Mediaset reported a 4 per 
cent rise in 1997 consolidated 
net profits to L462.5bn 
($259m), a 10.2 per cent 
increase in pre-tax profits to 
Lfl2lbn and a 12 per cent 
rise in net revenues to 
L3.358.6bn. 


For the first four months 
of this year, advertising rev- 
enues were IS per cent 
higher than in the same 
period last year. The com- 
pany said it expected to beat 
its target of a 65 per cent 
increase in revenues this 
year.- ' 

Mediaset is Involved in 
fierce competition to secure 
the licence to operate Italy’s 
third mobile telephone net- 
work, which Is scheduled to 
be awarded by the govern- 
ment by the end of May. 

The media group - in 
partnership with British 
Telecommunications, Banca 
Nazionale del Lavoro, 
Telenor and the Eni oil 
company - is competing 
with two other groups. One 
links Enel, the Italian 
electricity utility, with 
Deutsche Telekom and 
France Telecom, while the 
other Is led by Autostrada, 
the Italian state-owned 
motorway group slated for 
privatisation this year. 

Mr Confalonieri also 
expressed disappointment 
over last week’s decision 
by Telecom Italia and the 
RAI state broadcasting 
network to establish a rival 
digital pay-television plat- 
form to compete against 
Telepin. 

Telepiu is currently 90 per 
cent owned by France’s 
Canal Plus, In which Fin- 
invest, Mediaset’s parent 
company, has a 10 per cent 
stake. 



ISTTTUTO MOBEUARE ITALIANO S-p-A. 

Hcadqnarters: Viale iWP Arte, 25 Rome, ITALY 
Paid-np Share Cap*®!'- LT. WJQdGQWXXWMO - lnwtted lit tficCUnipBny 
of Ramcno. 10945/1991 (TOtenml of Bnrat) - taolW in me 
Rntisiv oTBsnks and Pnrww Company of the ftfl Group - Imcn bcd In the 
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Onflaary Shartholdm’Meetins « » April 19* (fin* rail) 
and 30 April 1998 (second cafll 

Nomination Of ntoi t£ the &a«I of Dtadore 

Annooncemeiit as per Art. 14 trf the By-Laws 

The Boon! of Directors approved ^ 

Kmdnlkn of new member, or me Bmnd of Pneemm of M 
e _ » which is ooini 4 on the Agenda for the Ordinary General 
29 April 1998 (firtt call), and, if oeceestiy, 

for 30 April 1998 (second call J. 


I . Luigi ARCim 
1 Mario ERCOLAN 1 

3. Aribeno PASSAXI 

4. Giuseppe FONTANA 

5. Divo GRONCH1 

6. Giovanni GROTTANELLl 

DE' SANT! 


7. Alfonso [QZZO 
S. Sandro MOUNAR1 
9. Emilio OTTOLENGH1 
t0. Stefano PREDA 

11. Gianni ZANDANO 

12. Eberhaid ZINN 

The 8omd of Directors 


dcp.STor 

headquarters and ftlU* main offices « 

(indicated m the announcement n«ni 

regarding the Convocation of d* Annual SbarchoMeis Gaocnu 

Meeting!. 


COMPANIES & FINANCE: INTERNATIONAL 


Rock concert leviathan leaves rival promoters out of tune 

Some are concerned SFX will outbid them for superstar acts, but others see industry being strengthened, writes Alice Rawsthom 


F ew of the music fans 
who watch their favour- 
ite bands perform at 
Irvine Meadows Amphithea- 
ter in Los Angeles will 
know, or care, who owns* the 
venue. Yet its owns; SFX 
Entertainment, !s fast gain- 
ing a reputation in the music 
business. 

Since last summer. SFX 
Entertainment, a subsidiary 
of SFX Broadcasting, the 
New York-based media 
group, has spent 5500m on 
baying rock promoters, the 
companies which organise 
rock concerts, all over the 
US. This culminated in last 
month’s $30m deal to acquire 
Avalon Entertainment the 
company that owns Irvine 
M eado ws Amphitheater. 

SFX has become the big- 
gest company in the cottage 
industry of US concert pro- 
moters. with 40 venues in 20 
US cities, incl uding New 
York, San Francisco and St 
Louis. It is now poised to 
expand further by making - g 
SiOOm offer for Florida's Cel- 
lar Door International, 
which organises concerts in 
several southern and mid- 
western states. 

Rival promoters fear SFX 
will out-bid them for super- 
star acts, such as U2 and the 
Rolling Stones. Some music 


managers are concerned 
about the threat of SFX 
exploiting its power in nego- 
tiations with them and their 
acts. Other managers argue 
that the arrival of a weD-cap- 
italised investor could 


Competitors say 
SFX’s growing 
power will 
accelerate the 
trend for the 
market to polarise 
between stronger 
and weaker artists 


strengthen their tradition- 
ally fragmented industry. 

SFX dates back to 1979. 
when Robert SDlerman. then 
a marketing consultant, 
joined Bruce Marrow, a New 
York disc jockey known as 
"Cousin Brude”, to boy a 
small radio station in 
upstate New York. 

They then acquired other 
radio stations and television 
companies. After selling 
most of their interests to 
Westinghouse Electric for 


S720m in 1989, they built up 
a 70-strong chain of radio 
stations. 

Wall Street analysts critic- 
ised Mr RiTlem-iWH. now 49, 
for the labyrinthine nature 
of his business interests. Sfl- 
lerman Communications 
Management, his privately 
owned consultancy, acted as 
investment banker and bro- 
ker for most of SFX’s deals, 
and collected fees of $4m far 
two 1996 t ransa ctions. 

In 1997, SFX Broadcasting 

made net income Of pi 9m 
on turnover of $270-4m, and 
Mr SDlerman agreed to sell 
its radio interests to Hicks 
Muse Tate Furst, an invest- 
ment group, for $2.lbn. Since 
then, he has built up SFX 
Entertainment, which he 
intends to spin off from SFX 
Broadcasting, by buying up 
rock promoters and venues. 

SFX has entered the rock 
concert arena at a volatile 
time. Total receipts from 
North American tours 
reached JlJ3bn last year, just 
below 1994’s record of $l.4bn. 
However, the market was 
dominated by established 
superstars with older, afflu- 
ent fans who could afford 
relatively high ticket prices. 
The Rolling Stones and U2 
accounted for 13 per cent of 
all North American ticket 


Top grossing North American tours, 1997 
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sales by grossing $89m and 
$80m, respectively. 

Such acts are able to offset 
the high cost of touring by 
clinching sponsorship deals. 
U2 has spurned sponsorship 
so far, but the US leg of the 
Stones* tour was backed by 
Sprint, the telecommunica- 


tions company. Elton John 
has struck a deal with Citi- 
corp for his summer tour, 
and Eric Clapton has one 
with Toyota’s Lexus cam. 

By contrast, younger acts 
find it increasingly diffi cult 
to sell enough tickets to jus- 
tify touring on a large scale. 


They also have problems sec- 
uring financial support from 
their record labels, or com- 
mercial sponsors. Many of 
than now perform together 
in collective tours, such as 
the Lilith Fair of women art- 
ists and the HORDE tour of 
alternative rock bands. 

Rival promoters say SFX’s 
growing power will acceler- 
ate the trend for the market 
to polarise between stronger 

and weaker artists, if it signs 

up the highest-grossing acts 
and squeezes them out. 

Some music managers 
share their concerns, but 
others applaud Mr Siller- 
man’s plans to market the 
rock concert audience to 
advertisers and sponsors. 

A t present, most promot- 
ers strike small deals 
with local companies, 
but SFX plans to clinch 
block deals across several 
venues with national adver- 
tisers and sponsors. It also 
plans to promote rock con- 
certs os corporate entertain- 
ment alternatives to opera 
houses or sports teams. 

“Perhaps It is dangerous 
for one company to have so 
much power,” sax’s one band 
manager. “But I’d welcome 
anyone who brings new capi- 
tal into this market." 


Itmal by Morgan Sander A Co. International Lamed, tegtdaed by the Securities and Future* Authority. Morgan Stanley Dean Water u a srmce mari ofMorem Sutler Peon Water A Co. 
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Wurttembergische 

Germany 

WVB Insurance Group monetised its holding in 
Swiss Re through an innovative DM550 million • 
exchangeable bond. As the sole manager, we sold 
the issue within two boms, generating demand 
from the top European convertible investors. 


17 March 



VNU 

The Netherlands 


19 March 


VNU wanted to finance its acquisition of 
ITT Worldwide Directories with minimum 
earnings dilation. With our help, VNU financed 
a portion of the acquisition through an NLG750 million convertible, 
one of the most competitively priced European issues ever. 



ASML 

The Netherlands 


20 March 


We helped ASML to take advantage of a 
highly attractive market window and raise 
NLG600 million in an overnight transaction. 

As sole manager of the issue, we succeeded in obtaining the 
highest ever conversion premium for a European convertible issue. 



New World Infrastructure 
Hong Kong 


24 March 


New World Infrastructure’s US$250 milli on 
convertible bond offering was the first for a 
Hong Kong corporate since July 1 997. We 
launched and priced on an overnight basis, thereby shielding the 
issuer from market risk. 



Temasek-Singapore Telecom 
Singapore 


25 March 


When Temasek issued its US$1 billion zero 
coupon exchangeable into Singapore 
Tfelecom, the largest ever in Asia, we and our 
partners at DBS Bank completed the transaction overnight, and 
protected the client from potential risk in the market 
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DaimlerBenz 

AKT1ENGESELLSCNAFT 

Annual General Meeting 1998 

We hereby invite our shareholders to the 
102th Annual General Meeting which 
will be heid on Wednesday, May 27, 1998 
at 10:00 a.m. in the Hanns-Martin- 
Schleyer- Halle, Mercedesstrasse 69, 

D -70372 Stuttgart (Bad Cannstatt). 


Agenda (short version) 

1. Presentation of the financial statements, 

the consolidated financial s tate men t s and the 
combined business review for Daimler-Benz 
Aktiengesellschaft and the Daimler-Benz group 
for the 1997 financial year. 

2. Resolution concerning the distribution of 
unappropriated profit. 

It is proposed that a dividend of DM 1.60 From the 
unappropriated profit for the 1997 financial year of 
DM 11,162 million and a special distribution of DM 20.- 
will be paid on each ordinary share of DM 5 par value. 

3. Formal approval of the Board of Management’s 
actions for the 1997 financial year. 

4w Formal approval of the Supervisory Board’s actions 
for the 1997 financial year. 

5. Election of auditors for the 1998 financial year. 

6. Election of the Supervisory Board. 

7. Resolution concerning the creation of a new 
authorised capital with the possibility of partially 
excluding the subscription rights of the 
shareholders and an amendment of the articles 
of association. 

8. Resolution concerning the creation of a new 
authorised capital excluding the subscription 
rights of the shareholders and an amendment 
of the articles of association. 

9. Resolution authorising the Board of Management 
to issue convertible bonds and bonds 

with warrants while at the same time expanding § 3 
of the articles of association and amending the 
articles of association. 

10. Resolution c o ncerning the creation of authorised 
capital for issuing shares to employees 
and an amendment of the articles of association. 

11 Resolution concerning the introduction of shares 
without nominal value and an amendment of 
the articles of association. 

12. Resolution concerning the authorization to 
convert amounts denominated in German marks 
in the articles of association to EURO 
(introduction of the Euro}. 

13. Resolution concerning approval of a profit and 
loss transfer agreement. 


Entitlement to attend the Annual General Meeting and 
to exercise voting rights is restricted to shareholders 
who in accordance with the articles of association 
deposit their shares or the certificate of their shares at 
the latest by Tuesday, May 19. 1998 at the depository 
below or with the company or with a German notary 
or a bank until the end of the Annual General Meeting. 

The depository in the United Kingdom is 
Deutsche Bank AG London. 

Shares can also be deposited properly if with the 
consent of a depository they are blocked by a bank until 
the end of the Annual General Meeting. 

A copy of the annual report as well as admission 
cards for the Annual General Meeting can be obtained 
from Deutsche Bank AG London, 6 Bishopsgate. 

London EC2P 2AT. 

Stuttgart-Mohringen, April 16, 1998 

Daimler-Benz Aktiengesellschaft 

The Board of Management 


COMMERZBANK 

NOTICE IS HEREBY GIVEN that this year's Annual 
General Meeting of Commerzbank AG will be held in 
Frankfurt am Main at the Jahrhumterthalle Hoechst, 
Frankfurt am Main - HOchst, Ptaflenwiese. on May 29. 1998. 
at 10.30 am 

AGENDA (abridged version) 

1. To consider the Bank's estabfished Annual Accounts and 
Consortia ted Annual Accounts, together with the 
combined Management Report for the Parent Bank and 
the Group for the 1 997 financial year, as wefl as the Report 
of the Sigwrviscxy Board. 

Z To resolve on the appropriation of the dstrfcutable profit 

3. To approve the actions of the Board of Managing Directors 
during the 1997 financial year. 

4. To approve the actions of the Supervisory Board during 
the 1997 financial year. 

5. Conversion to no-par-value shares, redassWcation of the | 
share capital, amendment of the Bank's statues and 
adjustment of existing authorisations. 

6. Conversion ot the Bank's share capital into euros, 
amendment of the Bank's statutes and afl^ustment of 
existing authorisa tions . 

7. To authorise the Barit to purchase its own shares. 

8. To elect new members to the Supervisory Board. 

9. To appoint the Audtora for the 1998 financial year. 
Shareholders in the United Kingdom who wish to attend 

and vote at the Annual General Meeting should inform either 
the London Branch of Commerzbank AG at 23 Austin Friars, 
London EC2N 204, or SBC Warburg. 1 High Timber Street, 
London EC4V 3SB, who wffl make the necessary 
arrangements. Such notice sfxxdd be given by May 21, 1998. 

Copies of the German and English versions of 
C om mercbarHOs 1997 Annual Report are avaflable from both 
Commerzbank AG and SBC Warburg. 

COMMERZBANK AKne*3ESELLSCHAFr 
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ANA strike costs Y 1 .8bn 


By Betfaau Hutton in Tokyo 

A pilots’ strike at All Nippon 
Airways has already cost the 
Japanese airline at least 
Yl.Sbn ($14m) over the past 
10 days and shows no sign of 
mming to an end. 

Members of the In-house 
pilots’ union are refusing to 
fly some international royites 
in protest at the company's 
introduction of a new wage 
system. 

Klchisaburo Nomura, pres- 
ident of ANA said the air- 
line's existence could he 
threatened if the pilots did 
not back down. The com- 
pany is already deeply in the 
red, and the new wage sys- 
tem is part of a cost-cutting; 
drive to survive in an 
increasingly competitive 
environment. 

ANA plans to pay pilots 
for the actual hours they fly 
each week, rather than for a 
nominal 65 hours a week, as 
they are currently paid. On 
average, pilots fly about 50 
hours a week, so most would 
see a cut in salary. 

ANA tried to introduce the 
new system last year, but 
postponed it for a year after 
the pilots went on strike. 



Grounded 10-day-old dispute shows no sign of coming to an end 


Subsequent negotiations did 
not end in agreement and 
broke down on March 31. 
The two sides have not met 
since the strike started on 
April 6. 

So far the dispute has 
affected more than 10,000 
passengers, with at least 54 
flights cancelled on certain 
long-haul routes to the US 
and Europe. 

As yet there have been no 
threats to extend the strike 


to ANA’s core domestic busi- 
ness or to target short-haul 
international flights. 

Paul S mith, transport 
analyst at HSBC Securities 
in Tokyo, said that if the 
management won, it would 
be a pyrrhic victory. Cost 
savings from the new salary 
system are expected to he 
less than Ylbn a year, and 
even if the strike ends soon, 
it will have cost the airline 
at least twice that amount. 


ANA’S earnings will be 
even more seriously dam- 
aged if the strike, continues 
for another two weeks. 
Japan's busiest holiday 
period is the "Golden Week" 
run of public holidays fa late 
April and early May. 

There are signs that 
Golden Week travellers are 
already booking with Japan 
Airlines or carriers . other 
than ANA to avoid disrup- 
tion. 


Turning Asian crisis to their advantage 

Singapore groups hope to find ways of increasing efficiency, writes Sheila McNulty 


S ingapore's biggest com- 
panies are seizing the 
opportunity of the Asian 
financial crisis to uncover 
inefficiencies that may have 
crept in during the good 
years and to search for ways 
of increasing competitive- 
ness during the had. 

Singapore Airlines, for 
example, hag slashe d fares to 
some destinations by as 
much as 30 per cent, reduced 
the frequency and capacity 
of several flights, and 
suspended wpandnn plans. 

With between 20 per cent 
and 25 per cent of its traffic 
to south-east Asia, the air- 
line knows It win be hit by 
the crisis a n d has chosen to 
confront it. 

Chew Choon Seng, deputy 
managing director, declines 
to give a profit forecast, but 
he believes capacity growth 
will drop from the normal 10 
per cent a year to less than 8 
per cent this year. The air- 
line is proceeding on the 
basis that any recovery will 
take at least two years. 


The same caution is evi- 
dent at PSA. the world's 
largest container terminal 
operator. “We've got to be 
prepared for any eventual- 
ity,’’ says Yeo Ning Hong, 

rtiairmnn 

PSA runs what has been 
the world's largest port in 
shipping tannage anil trans- 
shipments, but half its busi- 
ness is to south-east Asia, so 
the crisis has had a signifi- 
cant impact 

Mr Yeo Is working to cut 
costs and lift productivity. 
PSA will delay the second 
phase of a US$5bn project to 
build a new container termi- 
nal. This year, it expects 
only single-digit growth. 

Even Stephen Yeo, chief 
executive of the National 
Computer Board, the force 
behind Singapore’s ambi- 
tious plan to wire up the 
city-state through the Singa- 
pore ONE network, is 
Cautious; 

Although the project - to 
deliver interactive multime- 
dia services to homes. 


Dividend payment 
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At the Annual General Meeting of 

Shareholders held on April IS. 1998, the dividend for the financial year 
1997 was fixed at NLG 1.28 for each ordinary share (par value NLG 21. 

As an interim dividend of NLG 032 was already made payable, the final 
dividend will be NLG 096- 

The undersigned hereby sates that payment erf the final dividend of 
NLG 0.96 per NLG 2 share on the Bower Depositary Receipts (BOR'S) 
issued by the undersigned wiH be made at from April 29. 1998 as 
(Maws: 

- upon the surrender of dhridend c w yo n no. 14c n cash dividend of 
NLG 0-63 per NLG 2 sham, less dividend tax at 25%; 

- upon the surrender of dvidand coupon no. 15: a cash dividend of 
NLG 0-33 per NLG 2 share or i% in BDR’s chargeable to the paid-in 
surplus (qualifying for the 1998 dividend). 

Dividend coupons may be tendered Tor payment or conversion re the 
offices of the ABN AMRO Bank N.V» MeesKereon N.V. ING Bank N.V. 
and Kempen S Co. N.V. in Amsterdam, the Netherlands. Dividend 
coupons must beer the stamp of the office through which they are 
tendered. The d i vidend pertaining to BDRTs of the CP-typa will be pad 
via the body by whom the dividend dieet was held on April 15, 1998 in 
accordance with the conditions of administration. 

If holders of BORIS opt for the dividend of NLG 0.96 in cash, payment 
less dividend tax at 2S% will be made upon the surrender of dividend 
coupons no. la end 15. In so far as holder* of BOR'S opt for the 
dividend of 1% in BDRIs chargeable u the peid-in swptus. The surrender 
of dividend coupons no. 15 and relating to 100 ordinary shares wiQ 
entitle the holder to receive one new BOR for one share, bearing 
dividend coupons numbered from 16 onwards and a talon. 

If any dividend coupons no. 15 aw not tendered for conversion into 
BOR’S by June 11. 1998, the BCR's to which they retro wfil be sold end 
the net proceeds of the sale be held at the disposal of the bofttas of 
these BOR'S in proportion to their holding. 

Commission in accordance with the scales laid down wffl be paid to 
members of the Amsterdam Exc han ges nv In connection with the 
conversion of dividend coupons no, 15 into now BDRIk this implies that 
holder* wiB not incur commhafon charges upon co n version. 

Stictoiag Admktistratisicantoor 
van aamtoien Koninl d tj k a BotaWosaanon. Amsterdam. April IS, 1998. 
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Net Asset Yttoc 

Guangdong Development Fund Limited aanotmees dm a* at 
?IM March lOOS. die ww find net asset value per share of (be Compam 
nfUSSUOCl 

Gl'ANGDONG DEVELOPMENT FUND LIMITED 
Ucosspom ta c aipw U c d wall Imbed labilBy in die BaBhrid of Jersey) 

15th April, 1995 


. schools and offices in Singa- 
pore on the world's first 
nationwide broadband net- 
work - is part of the state’s 
effort to maintain its com- 
petitiveness, Mr Yeo fears 
the crisis may intervene. 

“Let’s say the situation 
turns very bad in surround- 
ing countries - I think we 
may have to cut back some 
of the expenditure,’’ he says. 

B oey Tak Hap, president 
and chief executive of 
Singapore Power, 
believes that in his business 
there is a lag between a 
change in economic condi- 
tions and how customers 
react to ft, so for the year to 
March 1998, the company 
will post strong growth. 

In the following year he 
expects individuals and com- 
panies to use power more 
prudently, putting pressure 
on earnings. So tin* company 
win search for opportunities 
to defer work, but only 
where it will not affect 
competitiveness. 
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The company will con- 
tinue to lay cables, add infra- 
structure and search for 
opportunities to invest in the 
region, 'where the crisis has 
forced some companies to 
seek foreign investment and 
made others cheap as a 
result of the depredation of 
regional currencies. 

With almost no debt, Sing- 
. spare Telecom Is not worried 
about the rise in interest 
rates or the depreciation in 
the Singapore dollar against 
the US currency. However, 
its involvement in a project ; 
to build lines in Indonesia . 
will be affected. The com- 
pany says it makes no sense 
to build the lines if there are 
no customers. 

Even though the invest- 
ment has complicated recent 
attempts to regionalise, the 
company has not decided 
against further foreign 
investment. It says it is 
looking to the future. “One 
has to believe. In fho long 
run, that the- region wiH 
recover.” 


news digest 


HONG KONG PROPERTY „ 

HSBC to pay HK$4bn lor 
new back-office site 

and support operations. The Wrap-tow 
complex b due for completion frier t hb year- 
The price te tower than 
depressed state of the 

rlsirig hitereri rates. “It's a n^ath/e foroffoe riocte. 

Michael Leary, heed of property research at Lehman Brother* 
He estimates the price b 30 per cent lower than those 
achieved by simBar office blocks last Aug ust ■ • 

However. Hongkong Bank said the eegurefton fa 

confidence in the maikeL •The purchase of Olympian Centre 
Is the largest and most Important Investment Hongkong Bank 

has made In recent years," said John Strickland, chwman. “ft 

confirms our continuing commitment to Hoog _ 

confidence In the kwig-term prospects for the Hong Kong. _ 
The bank wfll deploy 5.000 staff In the new offices, which 
wffl be completed in November, centralising operations now ■ 
spread across 15 leased locations in the territoiy. ■ : ’ 

For the developers behind the Olympian Centre, which has 
been buHt on one of foe new airport railway srtes on 
reclaimed land on the Kowloon peninsula, the sale is partly 
positive. Sino Land, one of the consortium members, win be 
able to reduce its off-balance-sheet net debt, which Mr Leary 
puts at HK$9bn, with its share of the proceeds. Speculation' 
that Sfno Land was in financial difficulties hit the company's 
share price in January. Although it denied the rumours. It has _ 
subsequently sought to raise cash through property sates 
rather than leasing. Louise Lucas, Hong Kong 

BANK OF T0 KY0-MITSUBISHI 

Securities losses at Y353.5bn 

Bank of Tokyo-Miteublshi said unrealised losses on Its Invest- 
ment securities reached Y353^bn ($2.7bn) at foe end of 
March. The bank said the unrealised losses were equiva l ent^ 
to 0.4 per cent of total assets, 373 per cent of operating profit 
and 806.8 percent of net profit in the year to March 1996. 

The bank said it had adopted an accounting method on 
securities holdings that required It to post appraisal losses if 
the market value of securities it owned was below their bode 
value at the end of the business year on March 31. 

Daiwa Securities said it had a securities valuation loss of 
Y20.9bn at the end of the financial year in March. The com- , 
parry expects to post a parent net loss for the year, but dkL 
not specify the amount Agencies, Tokyo 


PUBLISH ING _ ■- 

Time/Packer venture called off 

A planned joint venture between Kerry Packer’s Publishing 
and Broadcasting Limited and Time erf the US has been called 
off only weeks after it was unveiled. 

The two sides said due diligence had shown that cost 
savings through the creation of Premier Magazines, the joint, 
venture company, would not have been as great as expected. 
Premier Magazines, announced In February, was to have 
grouped Time and Who Weekly, Time's Sydney-based pubB- 
cations, with Mr Packer's New Weekly, Australian Gourmet 
Traveller, Wine, and The Bulletin. Marie MuKgan, Sydney 

Comments and press refeases about in te rna tional 
companies coverage can be sent by e-maU to 
IntematkxiaLcomparoesQftcorn 
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SECURITAS 


Annual General Meeting 
of Shareholders of Securitas AB 

Notification is hereby given to the shareholders of Securitas Afl (publ) m attend the Amraal General 
Meeting to be hckl at 4J0 pun. Thursday. May 7, 1998, at Modems Museet (Modern Museum), 
Skeppsbolraeii, Stockholm. 

Patidp ams^wQI be admitte d to the conference areaof Moderns Museet at 3.00 pm and registration 

Notice of attendance, etc. 

Shareholders wbo wish to attend (be Annual General Meeting rmug 

be recorded in the Share Register maintained by the Securities Register Centre 
(V&dep^ipascentralea VPC AB) C’VPC), not later than Monday, April 27, 1998, 
and 

notify Securitas of their intott to participate in the Meeting, not hter ifan 4 go pm 
Monday. May 4, 1998, by mail to: Securitas AB, p .0. Box 12307, SE-I02 28 Stockholm, 
S*^te,OTbytdcpbfflic +46^65774 0° or tekfex +46 8 657 70 72. When givingnotioetbe 
snaicfcoider should state name, re^stratioo number (or equivalent) address and telephone 
number: Proxies and other powers of attorney shall be presented to the Company, well in 

advance of the Meeting. Receipt of notification will be confirmed by Securitas AB'slbrwaiding 
of an attendance-card, which is m be presented upon entry to the Nfeetmg. 

S”” 1 M * dn& “^rf^Kgi^mrhenameof 
a^trasree mist have tfac rfgres ianporarily registered in then - own names. Shareholders who lave 
nustewegisteitd shares should request the bank or the broker holding ihe shares to request owner- 
registratHjn, so cabcd voting-right registration, several banking days prior to April 27, 1998. 

Agenda 

1) Opening of the Meeting. 

2) Election of Chairman ofthe Meeting. 

3) Drawing up and approval of (be voting list 

4) E lection o f one or two penwnfs) to check tire minutes. 

J Daenmnatioo irtidlicr the Meeting has been duly convened. 

-6) Presentation of the Animal Report and the Auditas' Report and the Consolidated 

Fmancrel Statements and the Group Auditors’ Report 

71 Prmlnti E 
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4 adoption ofthe Statement oflncame ad the Balance Sheet and the 
Consolidated SMancm oflncomc and tbc Consolidateri Rahm~ shm. 

5 S^ aa ^ Seam “BS assl,own “ adapted Balance Sheet 

1 Boar d of Directors and the President from liability for 

deputy memben ofthe Board of 




Proposal for election ofBoard ofDirectors and Auditors 
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Dividend and record date 

Annual Gojeral Meeting die dividend is expected to be rcautted-by VPC on 

Stockholm, April 1998 
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Decaux offers unusual takeover incentive 


^AwkewEdgecmtB-John^ 

Decaux of France is offering 
to supply pagers that will 
tell passengers when to start 
ru nning For their bus. in an 
effort to win support for its 
£475m ($793m) bid for More 
Group, its 13K rival in the 
supply of bus shelters and 

advertising billboards. 

Jean-Franeois Decaux, 
chairman, wrote to about 100 
local authorities yesterday, 
saying Decaux would make 


availa ble it s “revolutionary” 
Pager system, which alerts 
Passengers a few minutes 
before their bus is due, if it 
were allowed to take over 
More. The offer applies taffy 
to some London boroughs at 
present, but Mr Decaux said 
it could be extended. 

He added that local coun- 
cils could also expect a 
reduction in rental fees for 
its “super-loo” auto ma ted 
public conveniences, and 
that Decaux would reduce 


“street clutter” by introduc- 
ing a combined bos shelter 
and public convenience. 

Its nrnisna) takeover Tmrtte 

follows claims frbm Clear 
Channel P- f>mTnrm1r-atlnTrK of 
the US, Decaux’s rival in the 
contest for More, that local 
authorities are concerned 
that a Decaux takeover 
would reduce competition. . 

Decaux and More together 
control 90 per cent of the UK 
street furniture market, but 
just 24 per cent of the 


broader outdoor adver tisi ng 
market, which includes bill- 
boards and transport adver- 
tising. 

Roger Parry, chief execu- 
tive of Mon, said he was 
bemused by Decaux’s 
“remarkably exotic takeover 
-tactic.” Be added: “The bus 
pager sounds like a solar- 
powered pencil sharpener - 
a piece of technology that 
solves a problem that 
doesn't exist No doubt it 
works, but who needs ItT 


He said Decaux had 
offered the pagers in its bid 
for the street furniture con- 
tract in Rennes, which More 
won. “Rennes rejected h as 
an unnecessary piece of 
technology. We have looked 
at It but we thmk it is much 
better to put the information 
on the bus shelter.” 

Mr Decaux, however, said 
the pager was only an option 
in the Rennes bid, and had 
not been fully developed at 
the time. He would not say 


how much councils or cus- 
tomers would have to pay 
for the pagers, which were 
designed by a forms - winner 
of the Nobel prize for phys- 
ics. Decaux would probably 
contribute to the cost of the 
systems as part of the terms 
of future tenders, he said. 

Mr Decaux accused lobby- 
ists for Clear Channel of 
spreading “misinformation” 
about local authority con- 
cern over the potential 
effects of a Decaux takeovo-. 


A £4bn moment of power and glory for 
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Roger Taylor and Andrew Edgecfiffe-Johnson on the planned flotation of Alsthom 


1-- -i?- . • • 


■’ Kin- 


UK ftt TOKYO- ■ MITSUBISHI 

KUrities losses at Y353.5J, 


IV. » T- 


kne'fcicker venture called; 


5 r*k.- 





Mdri'-l w-ssia' VB 




-.•* <* 


■>i*r ~- 


sJ- ■■■' 


f AW?"- ■’ 


^.w.: .1 








G EC- Alsthom, the heavy 
engineering business 
created in 1989 by GEC 
of the UK and AIcatel-Als- 
thom of France, haw for nino 
years been outshone by its 
more glamorous parents. Its 
directors say they used to 
cheer if analysts asked even 
one question about the busi- 
ness when GEC or Alcatel 
gave investor briefings. 

But the awkward child is 
at last to have its moment of 
glory. Later this year it is to 
be Coated in London, Paris 
and New York. The £2bn 
($3.Sbn) offer of just over 
half the £4bn company’s 
equity is expected to be 
Europe’s largest share issue 
this year. 

The new company will be 
called simply Alsthom: 
Alcatel is expected to drop 
the Alsthom part of its name 
to avoid confosi em- 
power generation equipment 
is its biggest b usiness . It has 
about n per cent of the 
world market, putting it 
close to most of its leading 
competitors - ABB. the 
Swiss/Swedish group, Sie- 
mens of Germany and Mitsu- 
bishi of Japan. General Elec- 
tric of the US leads the 
market with a 20 per cent 
share. However. Alsthom 
argues it is more profitable 
than its competitors, with 


Power cteM 
Ifct safes (EMIT 

Ye* and March 31 

a 


the exception of GEL 
The US is Alsthom’s weak- 
est market for power genera- 
tion. This is a gap that 
would have been filled by 
the acquisition of Westing- 
house, which the company 
stalked for four years before 
being outbid by Siemens, 
which bought it for $L5bn 


industrial group, Anraldo. 

In the world power trans- 
mission and distribution 
market, Alsthom is again 
number two, with a 14 per 
cent share compared to 
ABB’s IB per cent 

Despite speculation to the 
contrary, Alsthom is expec- 
ted to keep its shipbuilding 


last year when Alsthom was . business. Chantiers de TAt- 
unwQling to pay more than lantique, which is being re- 


$lbn. The company is trying 
to build its presence in the 
US, from its strong positions 
in both nanada and Mexico. 

Alsthom also had plans to 
expand into nuclear power, 
and talked to the French 
government about the possi- 
ble privatisation of 
Framatome, the state-owned 
nuclear power company. Its 
plans were thwarted by the 
election of -the current 
French administration, 
which decided not to sell. 

Alsthom’s second largest 
operation, its transport divi- 
sion, is the world’s second 
largest builder of trains and 
railway systems after 
Adtranz, the joint venture 
between ABB and Daimler- 
Benz. The company has been 
expanding in the US with 
the acquisition of signalling 
businesses. It is also inter- 
ested in acquiring signalling 
end rolling-stock ope rations 
from the Italian state-owned 


organised with a plan to cut 
costs by 30 per cent by the 
end of the century. This is 
necessary to maintain its 
profitability in the face of 
plans to end government 
subsidy to merchant ship- 
building throughout Europe. 

These . divisions have 
together produced compound 
growth in turnover of 6.8 per 
emit for the past nine years, 
and achieved sales of 
EcuSAbn ($HX2bn) to March 
1997. The year just finished 
is again expected to show 
sales growth of about per 
cent, although orders have 
shown a stronger increase. 
Operating income has risen 
by an average 11 per cent a 
year and, alter financing, 
reached Ecu661m in the year 
to March 1997. 

To its cere heavy engineer- 
ing businesses, Alsthom has 
now added the electrical con- 
tracting and control busi- 
nesses of Cegelec which was 


acquired last week for more 
than EcuMOm. The company 
believes that the lack of an 
integrated electrical con- 
tracting business has been a 
severe disadvantage in ten- 
dering for large contracts. 

The Cegelec operations 
bought by Alsthom have 
substantially lower margins 
than Alsthom, with pre-tax 
profits of EcufiQm on sales of 
Ecu36bn last year. But Als- 
thom believes it can bring 
profitability up to group lev- 
els by early in the next cen- 
tury. 

The company also aims to 
improve group profitability 
by increasing the proportion 
of higher-margin service 
business - long-term con- 
tracts to maintain or operate 
machinery. 

The. biggest uncertainty 
for would-be investors is 
over the intentions of its two 
biggest shareholders. 

Depending cm the size of 
the issue, GEC and Alcatel 
will be left with 42-48 per 
cent of the shares in total If 
they keqp them, it will effec- 
tively make Alsthom bid- 
proof It they sen, the flow of 
equity could depress the 
share price. 

It will be same time yet 
before the child is free of the 
influence af its parents. 



Lloyds warns 
of provisions 


By George Graham 


Lloyds TSB, the biggest UK 
financial services group, 
warned yesterday that it 
would have to make yet 
more provisions this year to 
cover the cost of compensa- 
ting customers who were 
mis-soUd personal penmans. 

Sir Brian Pitman, chair- 
man, said the group had 
already increased its pen- 
sions mis-selling provisions 
by £10Gm last year to a total 
of £30Qm CSSOlm). 

Bat more money would 
probably have to be set aside 
for non-priority cases - 
mostly younger investors. 
Regulators have until now 
concentrated on getting 
redress for priority cases: 
people who were sold per- 
sonal pensions between 1988 
and 1994, when they would 
have done better to remain 
in or join an occupational 


pension scheme, and are 
now at or near retirement. 

The industry has about 
640.000 priority cases under 
review, and 170.000 people 
have so for accepted com- 
pensation totalling £93 lm. 
But the Financial Services 
Authority last month pub- 
lished proposals fa- “phase 
two” of the pensions review, 
addressing non-priority 
cases. The FSA estimated 
LSm investors might be cov- 
ered by this review. 

Roman Cizdyn, life assur- 
ance analyst at Merrill 
Ly nc h, estimated companies 
had so far provided £4bn- 
£5bn for pensions mis-sell- 
lng. The total cost could rise 
to £lObn-£llbn, so many 
companies might still have 
to double their provisions. 

Sir Brian said profits from 
Lloyds’ ongoing businesses 
were higher in the first quar- 
ter of 1996 than a year ago. 


Stronger quarter 
lifts Ionica shares 


By Mu Cane 


Shares in Ionica rose almost 
30 per cent to 81Vip yester- 
day after the radio telecom- 
munications operator 
reported encouraging fourth 
quarter operating statistics. 

The company, which offers 
telephone services over an 
innovative fixed radio link, 
saw its shares collapse last 
year from a high of 257%p 
after it reported delays with 
software and problems in 
meeting subscriber demand. 

It responded by changing 
its top management and 
refocusing. Mike Biden, 


appointed chief financial 
officer when the setbacks 
were announced, said the 
improvement showed new 
management knew what It 
was doing. Software to 
enable Ionica double the 
capacity of its base stations 
and improve network integ- 
rity had been Installed. 

Ionica reported pre-tax 
losses of £ll2m for the nine 
months to December. But 
revenues per customer had 
risen from £71 in the third 
quarter to £74.33 in the 
fourth, and the number of 
customers grew 22 per cent 
over the three months. 


COMMENT 


. Vauxhall 


Burden-sharing between bosses and workers - in South 
Korea maybe, but hardly In the tradition of industrial rela- 
tions in the UK car industry. That is all the more reason, 
then, to praise Nick ReQly and his fellow directors and 
executives at VauxbaB for leading from the front with pay 
cuts or freezes, hi helping to underpin the company's bona 
tides in sensitive negotiations about revised working prac- 
tices. it is plain good industrial relations. 

Arguably more important, it shows a measure of sensitiv- 
ity about sharing the cost of changes accompanying globali- 
sation. This tension is particularly acute at a time when 
executive remuneration is reaching ever more stratospheric 
levels. As an investment in improved industrial relations, 
it is probably a small price to pay. Others should take 
note. 

UK construction 

1988 was the year that plans for Britain's biggest skyscraper, 
Canary Wharf were unveiled. It was also the last time that 
the construction industry was looking this perky. Given the 
current interest rate outlook, construction output overall is 
expected to grow by nearly JUS per cent this year. The 
number masks significant discrepancies: much stronger 
growth of some 5 or 6 per cent in commercial construction; 
contraction in public housing. 

The UK’s construction sector has so taken to heart the 
lesson of the last recession that many companies have 
diversifed outside their home market and might not enjoy 
the full fruits of recovery. That said, the Improved climate 
has sparked a mini-revival in the shares of companies such 
as Tarmac. Amec, and EMC, which have jumped between 20 
and 45 per cent since January. 

The contractors may have a slight edge over some of the 
building products groups that are more vulnerable to compe- 
tition from, cheap imports. But Tarmac, for instance, still 
only trades an a prospective multiple of around 11 times 
1998 earnings. These companies look better value than 
housebuilders, such as Barrett Developments and Berkeley 
Group, where share prices have jumped and now trade on a 
forward p/e of around 13. 

All the construction industry now needs to complete its 
renaissance would be an indication of order books filling up 
beyond December 31 next year. 


Siebe in $147m 
offer for SimSci 


By Andrew ErigecBff t -Johnsog 


Siebe. the engineering and 
controls group, is p lanning a 
further expansion of its con- 
trol systems division with a 
$147m bid for Simulation Sci- 
ences of the US. 

The acquisition of SimSci. 
winch supplies process simu- 
lation software for the petro- 
leum, petrochemical and 
related process industries, 
comes less than two months 
after Siebe’s $375m acquisi- 
tion of Womderware, which 
develops software for auto- 
mating factories. 

SimSci, founded in 1967. 
reported revenues of $81m 
last year, but made an $8.7m 
loss after charging $l7.5m 
lor process research and 
development costs connected 
with acquisitions. 


Siebe, advised by Morgan 
Stanley, will effectively 
spend just $i01m on the deal, 
as S imS ci has $46m in rash 
It is making a rash tender 
offer of $10 per share for the 
US company, which has net 
assets of $86m, and funding 
the purchase from existing 
lines of credit 
Allen Yurko, Siebe's chief 
executive raid SimSci would 
allow the group to extend its 
presence into the growing 
$650m process simulation 
and modelling market 
Charles Harris, president 
and chief executive officer of 
SimSci, said the takeover 
would give customers the 
benefit of a fully integrated 
range of industrial automa- 
tion software, better distri- 
bution channels and 
improved service. 
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SECURIDEV 


Net profit for the group t + 36.2 % 

SECmUDEYs Board of Directors, presided by Henri MOREL ser on April 1st. 1998 in older to 
i (be consolidated fcmnns for 1997. 


Millions of FRF 


1996 


1997 


97/96 


Total sales 
Operating profit 

* of sales 
Profit before tax 
% erf sales 

Extraoofinaiy pndStrtoss 

Net profit before good will depredanon 

and after minority interests 

* of sates 

Net profit for *e group 

Equity (indodiiig minority interests) 

Net financial debt 


51.9 

51 R7 

+ 07* 

712 

77.4 

+ 8.7* 

136* 

14* 
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+ 146* 

116* 
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Moreover, the company 
44.8*. 


debt continued lo decrease, tbu4 improving pre-te* profit, which Increase 
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a 6.7 * increase in net margin. 
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Tlie most significant 
Sydney CBD investment 
offered tnis decade. 



Rw sale - 50% interest. 

RgjatnlitHM of interest dome 22 May 1996- 

100% lolUll Mnyfk “98 - nrf livn r w a ppronr $J72 d DlifluL 

* Looted in du doc <A SvJan V &mikm 1 pmaari. 

* Net letubk ana ejptsimal^ 46,100 ups. 

* 36 LmJ CBD d&cc lower will floio ai apprainMlcJy 1,200 -1,500 npn. 

* Eaiad meals villi 63 vvtlci*. 
f - DbcdauentoU^iuJndvavilstiun. 

j *3 ttsaH kpnUgo lo Goofpt, MsifBci rail Janim Street* 

1 I'bJh limmi-ti— lene 

CFM 


*SKVMmrtf Dion Read 

US./h.UdwA 
toll 293242911. 



Pride fea lWo«v Aid. fit* 
(6D2QZ3022Z2. 


This announcement appears as a matter of record only. 
~~ March 1998 ~ 
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ACOM CO., LTD. 

Yen 21,000,000,000.- 
Syndicated Term Loan Facility 

Lead Managers 

Banque Paribas, Tokyo Branch 
Bayerische Vereinsbank AG, Tokyo Branch 

Co-lead Managers 
ING Bank NV, Tokyo Branch 

Senior Managers 

Westdeutsche Landesbank, Tokyo Branch 
Lloyds Bank Pic., Tokyo Branch 

Managers 

ABN AMRO Bank, Tokyo Branch 
Union Bank of Switzerland, Tokyo Branch 
Development Bank of Singapore, Tokyo Branch 

Lenders 

State Bank of India, Osaka Branch 
Agent 

Banque Paribas, Tokyo Branch 
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Fears of German rate rise hit Europe 


mBammwam 

By Sbnofl Davies to London and 
Jotai Labate to New York 

Rumours of an imminent 
German interest rate rise, 
combined with the cautious 
comments of the UK’s mone- 
tary policy committee and a 
spate of pre-G7 meeting jit- 
ters, were behind a further 
weakening of government 
bond markets yesterday. 

In Europe, activity was 
dominated by fears that 
growing evidence of recov- 
ery among the future mem- 
bers of monetary union 
could lead to short-term 
increases In interest rates, 
and that convergence 
between German and Italian 
rates could be at a higher 
level than previously hoped. 

Kit Juckes, bond strategist 
at NatWest Markets, said: 
‘There are rampant rumours 
of a German rate rise on Fri- 


day. But it is one thing to 
say that European growth is 
picking up, and another to 
say that with 4.5m unem- 
ployed and 1 per cent infla- 
tion. the Bundesbank is 
going to raise rates. AD of 
this feels a little premature." 

GERMAN BUNDS had 
spent much of the day in 
positive territory, but grow- 
ing concerns over interest 
rates and a weak start on 
Wan Street sent the future 
downwards through the 
afternoon, and the June con- 
tract in London settled 0D6 
lower at 107.65 - 20 basis 
points off its high for the 
day. 

There was a continued 
flattening of the yield curve, 
as shorter maturities were 
hit hardest amid concerns 
over the potential for rate 
rises, and some analysts 
warned of some follow- 
through into the longer 
maturities. 


French agency 
in $330m issue 


iNTERNATlONALBONDS 

By Edward Luce 

Caisse Franpaise de 
Wveloppement, the French 
state-backed aid agency, 
breathed some life into a 
quiet market with its first 
dollar issue in three years. 
Proceeds from the $330m 
offering, which was lead 
managed by Paribas and 
J. P. Morgan, will refinance 
French contributions to the 
International Monetary 
Fund. 

The deal, one of the few 
sovereign-backed offerings 
out of France in recent 
months, was priced to yield 
28 basis points over the five- 
year Treasury benchmark. 
This provides some pick-up 
to spreads on the seven-year 


WORLD BOND PRICES 


b enchmarks from Denmark 
and Canada. "We timed this 
deal to come in a quiet week 
so we could benefit from 
greater investor attention," 
said one banker. It was trad- 
ing flat to re-offer last night. 

Hessen, the German state, 
issued its second interna- 
tionally-targeted offering 
yesterday in a DMlbn issue. 
The 12 -year deal, which fol- 
lows a 10 -year international 
offering last December, was 
designed to court a wider 
investor base before Emu. 
German Lender are confined 
to issuing debt in D-Marks. 
Hie bond was priced to yield 
25 basis points over the 10- 
year bund. 

An official at Goldman 
Sachs, joint lead with Deut- 
sche Bank, said that 80 per 
cent of its book went to non- 
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Nonetbeless, activity 
remained weak and analysts 
expected continued drift. 
Other core European mar- 
kets moved in tine with Ger- 
many, although Italy and 
Spain mar ginally underper- 
formed. with adjusted yield 
spreads against bunds wid- 
ening by one basis point to 
17 and 26 respectively. ITAL- 
IAN BITS settled 0.06 lower 
at 119.45 for the June con- 
tract in London. 

UK GILTS underperformed 
the rest of Europe, after 
some investors turned cau- 
tious following the publica- 
tion of the minutes to the 
March monetary policy com- 
mittee meeting. The result 
was another predictable 
four-all draw, but the doves 
appeared to have become a 
tittle more cautious. 

Kevin Adams, gilts strate- 
gist at Barclays Capital, 
said: "The doves had to give 
UP more ground than might 


INTERNATIONAL CAPITA L M A R K ET S 

Indonesia 
projects 
6 at risk of 
default’ 


have been expected, by 
conceding that another 
interest rate might become 
necessary." 

However, be said the data 
that had emerged since the 
meeting, In terms of weak 
wage inflation and a con. 
tinning strengthening of 
sterling, suggested little 
immediate cause for 
concern. 

The June future was down 
& at one stage, but settled 
£ down an the day at 109%. 
Volume r emained extremaiy 
thin, with about 45,000 con- 
tracts traded. 

US TREASURIES were 
mixed as the G7 met in 
Washington to discuss cur- 
rency issues. By midday the 
price of the benchmark 80 - 

year bond hail gained £ to 
103. yielding &SQ9 per cent 

Among shorter-term issues 
the two-year note was 
unchanged at 99%, yielding 
5.567 per cent, while the 10- 


year note was up A to 99£, 
yielding 5.634 per cent 

Yesterday’s economic 
rep o rt showed that business 
inventories for February 
increased by 0 j 6 per cent, as 
expected, following a 0.1 per 
cmt rise in January. 

"Bonds at the moment are 
more hostage to what goes 
on In the currency front" 
said Lee Cohen, head trader 
of US government securities 
at CIBC Oppenheimer. 
"We’ve had a few massive 
interventions out of the blue 
since Thursday.” 

The G7 meeting is being 
closely watched by the mar- 
ket because tt may shed 
light on whether there win 
be mare concerted efforts to 
prop up the value of the yen. 

A series of new economic 
repeats will be issued today 
and Friday, Ltinlwitiwg hous- 
ing starts, unemployment 
claims, industrial produc- 
tion. and the trade balanca 


New international bond issues 
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German investors. 

Sweden is today ejected 
to announce the mandate for 
its debut euro-denominated 
bond. It follows issues by 
Italy, Spain and a number of 
ffmwgtng market sovereigns 
in euros. 

• Telstra, Australia’s par- 
tially privatised telecommu- 


nications group, is expected 
to make its first foray into 
the eurobond market this 
week with a groundbreaking 
DMlbn 10-year issue, writes 
Mark Mulligan in Sydney. 

The security marks the 
first significant debt-raising 
since the government’s 
A$20bn sale in November of 


one-third of the former 
monopoly operator. 

In total, the company 
plans to raise A$L5bn-A$2hn 
this year. The D-Mark funds 
win be swapped into about 
A$825m and used to refin- 
ance maturing debt raised 
from syndicated loans, and 
to replenish working capital. 


By Stand Davies, 

(taps* Markets Editor 

Four Indonesian indepen- 
dent power projects' are at 
* risk of default an $855m of 
rated bands, according to a 
report from Moody's Inves- 
tors Service. 

These would be the first 
I si gnifican t defaults of proj- 
ect bonds, creating shock- 
I waves for a market which 
ban grown to mare tha n 
*32bn of oatstanding debt 

Moody’s is warning that 
three of the projects - DSPL 
Finance. Pal ton Energy, and 
CE Indonesia Funding - are 
in danger of default in. the 
nest year, unless the govern- 
ment tnkpg action to support 
power purchase agre emen t s 
by the state-owned electric- 
ity company. 

A fourth project, MNL 
Funding, postponed the 
startup date for the power 
plants but is considered to 
be merely delaying the 
inevitable. 

Brian senior ana- 

lyst at Moody's, said: “Dra- 
matic tariff increases in the 
near term are highly 
unlikely. Needless to say, so 
is a surprise appreciation of 
the rupiah to something like 
its pre-crisis leveL Unless 
the government- supports 
ELN [the state electricity 
company], then the only real 
option is contract renegotia- 
tion.” 

There has never been any 
significant renegotiation of a 
project bond. 

Project finance has been 
traditionally dominated by 
syndicated loans, and bank- 
ers have argued that loans 
offer s ub st antial advantages 
for restr u ct ur ing projects, 
since negotiations can be 
handled by & small group of 
banks, rather than an array 
of bond investors. 


NEWS digest 
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Contracts to be offered on 
Ecu/euro against dollar 

Rnex, the financial division of the New York Cotton 
Exchange, will tomorrow bunch futures and 

cxitheShar^reteoftheEcuarrithe^^^foe^ 

lar. Contracts maturing before January jfte****^*** 
- the basket of European currencies. Longer dated maturities 

w31 be quoted In euros, the 

be converted to euros trt a one-towe parity immediately after 
January’s introduction of tho ©uro. 

creation of the euro and the resultant disapp earanc e 
of the-1 1 founding currencies is 
development in foreign exchange markets In many years, 
said Steven Evens, chairman of Finex. The lau nch, days 
before the official announcement of cou^ partNy^g tn 
the single currency, would provide best poss&te bating . 

tool tomLiage or trade the volati lity expe cted hi the an-up 
to the euro”, he added. Samer IsKandar 

CBOT ’ 

Asian real-time trading launched 

The Chicago Board of Trade has launched Aslan real-time , 
tradng on its newest contracts, Dow Jones Industrial Average 
futures, to enable the growing band of Aslan investors to 
trade when US exchanges are dosed. Previously, Dow con- 
tracts were limited to an open-outcry trofing sassktf* on - 
CBOT trading floor in Chicago, which meant Aslan investors 
were restricted to tradng during the US business d ay. ■ 
The move will allow Aslan investors to switch positions 
more swiftly In response to news announcements or mark* • 
sensitive data, without waitkig for Ihe US to open. It comes at 
a time when Aslan Investors, who account for around 10 par 
cent of CBOT- activity, are Increasingly looking to US instru- 
ments in the wake of falfing domestic markets. 

Louise Lucas, Hong Kong 

CANADIAN DOLLAR 


CME to list interest-rate contracts 

The Chicago Mercantile Exchange is planning to list f utures 
and options on three-month interest rates on the Canacfioi .. 
dollar. The contracts, to be called Euro Canada. wW be based, 
on the London interbank lending rates - Libor - compiled by 
the British Bankers Association. 

The proposed products are inspired from the CME’s euro- 
dollar arto euroyen contracfe. The three-month eurodollar 
ftjtue is the world's most liquid exchange-traded derivative. 

- Scott Gordon, chairman, said the CME was responding to 
strong demaid for such contr a cts from North American and 
European customers. Calculating the settlement price from 
the BBA's Libor rates would broaden the appeal to Interna- 
tional frivestore, he added. Samer Iskandar 
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CURRENCIES & MONEY 


Dollar volatile ahead of G7 meeting 


m wfEBigm 

By Retard Adams 


R»JttOurs of G7 support for a 
stronger Japanese yen and 
the possibility of increased 
German interest rates 
weighed against the dollar, 
in sluggish trading ahead of 
the meeting of the leading 
industrial economies. 

The market’s focus 
remained firmly on the yen 
and the possible message 
coming from the G7 meeting 
for Japan's government aver 
its country's weak eco nom y. 

Dealers said the G7 was 
likely to endorse the recent 
actions by Japan to stimu- 
late demand and prop up its 
currency. 

But one large German 
bank was said to have 
warned its customers to pre- 
pare far a rate increase by 
the Bundesb ank The Ger- 
man central bank made a 
large liquidity drain at its 
repo tender yesterday, seen 
as preparation for a repo 


rate increase. 

Another rumour, that the 
Bank of Japan was pwwn g 
yen prices during London 
trading hours, also counted 
against the dollar, and added 
to market nervousness. 

The dollar stabilised in 
late New York trading houra 
cm Tuesday, and yesterday 
ended trading in Europe 
only slightly weaker. The 
dollar was Y129.8. a fell on 
Y 0.1 on the day in London. 

But against the D-Mark 
the dollar dipped to a seven- 
week low beneath DMLflO. in 
London the dollar closed at 
DM1.797, two-thirds of a 
pfennig 'weaker than Tues- 
day's level. 

Sterling was dragged down 

against the D-Maxk by the 
weaker dollar, to its lowest 
level for a month. During 
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early trading In London the 
pound had rallied above 
DM3JM, after the publication 
of the Bank of England's 
monetary policy committee 
meeting minutes for March. 

The minutes showed 
another four-all tie in mem- 
bers voting for higher rates, 
with Eddie George, the 
Bank's governor, again 
using his casting vote to 

keep rates vmrYiar»gpA 

But sterling finished 
almost a pfennig lower 
against the D-Mark at 
DM3.028. thanks to the dol- 
lar’s weakness. 

■ Eddie George’s decision 
not to raise interest rates in 
March - when be had the 
casting vote on the MPC for 
the second tima running - 
came in Bib face of aggres- 
sive argument from the com- 
mittee’s hawks. 

While the hawks could 
point to the stronger level of 
o u t put, the doves could only 
reply that the state of the 
economy made it hard to ten 





where growth was coming 
from and the extent of any 
slowdown. 

The MPC also decided to 
keep rates on hold last 
month, and the weaker set of 
economic data since the 
March meeting may have 
moved the strength of toe 
argument away from the 
hawks to the doves camp. 

Next week win prove a 
testing time for the MPC*s 


decision, and sterling trad- 
ers, with a series of eco- 
nomic data being published. 
The key number is on Fri- 
day, April 24, when the first 
estimate of first quarter GDP 
is released. Another q Harter 
of above trend growth will 
wake up the inflation bears 
once more. 

Many analysts think 
another rate rise would sig- 
nal a peak, and provoke a 
fell in sterling. But the MPC 
minutes noted: “While it is 
possible that an immediate 
rise in the Bank’s repo rate 
would be accompanied by an 
offsetting fall in market 
expectations of future inter- 
est rates, the Committee 
took the view that it would 
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be more likely than not to 
prompt a further apprecia- 
tion in sterling.” 

■ Hikaru Matsunaga. the 
Japanese finance minister, 
said the US welcomed 
Japan’s recent economic 
package - but said it bad 
wanted to see concrete 
details as soon as possible. 

Mr Matsunaga, talking 
after meeting with Robert 
Rubin, the US Treasury Sec- 
retary, said: "Mr Rubin wel- 
comes Prime Minister [Ryu- 
taro] Hashimoto's initiative 
but he said he wants to see 
the quick decision on the 
details of the package by 
Japan.” 

Mr Matsunaga also said 
“The Japanese government's 
position is that the excessive 
yen depreciation is not 
favourable, and that this 
position is shared by Mr 
Rubin." The US and Japan 
will continue to co-operate 
in the foreign exchange mar- 
ket and “act appropriately”, 
be said. 
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For more information, please contact: 
Alan Cunningham 
Tel: +44 171 S73 3206 
Fax: +44 171 S73 4296 
or email: alan.cunninghanKSFT.com 


FINANCIAL TIMES 


No FT, no comment. 
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NOTICE TO HOLDERS OF IDRs 
ISSUED BY J JP. MORGAN 

Morgan Guaranty Thist Company of New York. Brussels 
Branch, gives notice of the termination of its International 
Depositary Receipt (IDR) issuing and paying agent services 
in Belgium, in accordance whh the Terms and Conditions of 
the programmes. 

For programmes listed on the Brussels Slock Exchange, 
the effective termination date is June 25, 1998. 

For all other programmes the effective termination dale is 
July 16. 1998. 

Morgan Guaranty Trust Company of New York 
35 Avenue des Am 
1040 Brussels 


NOTICE TO HOLDERS OF IDRs 
ISSUED BY JJ. MORGAN 

Sogte-Fiduccm, Belgian Overseas Issuing Corporation 
(BOIC) and Belgian Overseas Agencies Limited (BOA), 
fully owned legal entities of Bank Brussels Lambert, an- 
nounce that they will continue the servicing of Internation- 
al Depositary Receipt (IDR) activity terminated by Morgan 
Guaranty Trust Company of New York, subject to regulato- 
ry approval and issuers' agreement 

From Morgan Guaranty Trust Company of New York’s Pro- 
grammes’ termination dale onwards, investors will have 
the opportunity to receive a new Soges-fiducenVBOIC/BOA 
IDR certificate upon remittance of Morgan Guaranty Trust 
Company of New York IDR certificate. Sogts-Fiducem/ 
BOIC/BOA will perform this operation at no cost to the 
holders. 

Soges-Hducem/BOIC/BOA will publish in due course, the 
list of programmes continued, as well as all relevant infor- 
mation related to the exchange of the IDR certificates. 

Sogfes-Rdocem/BOlC/BOA . 

Bank Brussels Lambert 
24 Avenue Mnrnu 
1000 Bruxelles 
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For further information, please contact: 

Mark Cuimin^ton 

Tel: +44 171 873 3761 Fax: +44 171 873 3062 
email: mark. cunningtorm FT.com 

FINANCIAL TIMES 

No FT. no comment. 
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Palladium touches high on talk of Russian exports 

markptc DcpniTT On the London Metal premium was $2 a tonne indicated copper could rise news that Secgei Kiriyenko, exports to begin again, but another vote goes against | j 

"t™*—. 1 ?. Exchange there was a scram- compared with copper for to $2.050-$iUQ0 a tonne. But Russia’s acting prime minis- he would not comment on him- | P - 


MMKETSREPORT 

By KemwOi Gootfng 
and Paul Sotonan 

Palladium and copper vied 
for attention in the metals 
markets yesterday. Palladi- 
um’s price reached its high- 
est ever level - $351.50 a troy 
ounce - in early European 
trading before dropping after 
officials suggested exports of 
the metal from Russia, the 
biggest producer, might start 
again soon. 


On the London Metal 
Ex chang e there was a scram- 
ble for copper after the 
exchange reported a drop of 
8£25 tonnes in stocks of the 
metal in its authorised ware- 
houses. The exchange's cop- 
per stocks have fallen by 
nearly 17 per cent, or 63,450 
tonnes, to 315.050 tonnes 
since the beginning of 
March. 

The tightness of copper 
supply caused a small pre- 
mium for metal for immedi- 
ate delivery to develop. The 


premium was $2 a tonne 
compared with copper for 
delivery in three months. 

Traders said speculative 
and investment fund buyers 
were attracted back to the 
market, which helped to lift 
the price. By the LME close 
the three-month copper price 
had risen a2 per cent from 
Tuesday's close, to $1,861 a 
tonne. 

Robin Bhar, analyst at 
Braudels (Brokers), part of 
the Pechiney group of 

France, said technical charts 


indicated copper could rise 
to $2.05052400 a tonne. But 
it was possible that producer 
selling might stop any 
advance on the present 
price. 

Meanwhile, palladium 
reached an all-time high 
because of worries that this 
year might see a repeat of 
the bureaucratic bungling 
which prevented any of the 
metal being exported from 
Russia during the first six 
months of 1997. 

The price dropped after 


news that Sergei Kiriyenko, 
Russia’s acting prime minis- 
ter, had signed a. govern- 
ment order setting oft 1998 
export quotas for platinum 
and pallarWirm 

When the London bullion 
market closed, palladium 
was $31X30 an otmce,still 
above the price of gold, 
which dosed in I.onrifm at 
$307.50 an ounce. 

Mr Kiriyenko later con- 
finned that “all the neces- 
sary decisions” had been 
made to allow palladium 


exports to begin again, but 
he would not comment on 
the timing or volume of 
exports. At Almazjuvelirex- 
port, Russia’s sole platinum 
and palladium export organi- 
sation, Sergei Gomy, deputy 
director, warned: 1 do not 
exclude the possibility of 
bureaucratic delays.” 

One London trader pointed 
out that although Mr Kiri- 
yenko had agreed to exports, 
“he can't sign anything until 
be is prime minister so the 
price could spike again if 


another vote goes against 
him-” 

World oil prices rose 
ahead of the expiry of the 
May futures contract in Lon- 
don. Dealers said trading 
was light 

In late trading on the 
International Petroleum 
Exchange, Brent blend for 
May delivery stood at S1&82 
a barrel compared with 
Wednesday’s close of $13.45. 
The June contract was $1448 
compared with Wednesday's 
dose of $i&90. 


Figures back 
gold rebound 


By Kemetti Gooding 

The first statistical evidence 
of a change in sentiment 
towards gold that has helped 
the price rebound from an 
18! i-year low of $276 a troy 
ounce in January to $307 has 
emerged from the New York 
Commodity Exchange 
(Comex). 

Investors and speculators 
on Comex now have net long 
(or buy) futures and options 
positions of 1.4m troy ounces 
compared with net short (or 
sell) positions of 3.6m ounces 
on March 23. according to 
the latest Commitments of 
Traders report. 

Six months ago, the last 
time net investor-speculator 
positions were long, gold ral- 
lied to $330 an ounce, only to 
be curbed by rumours of 
sales by the Venezuelan cen- 
tral bank and then an 
announcement that Switzer- 
land might sell some of its 
“official’’ gold. 

Making these points in Its 
Commodities Report yester- 
day. Macquarie Equities, 
part of the Australian h ank - 
ing group, said: “As a one-off 
occurence, as in October, the 
result means little for the 
market. However. If these 
long positions are main- 
tained (and even increase) 
over the next few weeks, 
then the outlook for the 


COMMODITIES PRICES 


BASE METALS 

LONDON METAL EXCHANGE 

{Prices bom Am al gama ted Metal Trading) 
W AUMMM. 99J WHITT (3 per tMMj 


recent price gains to be sus- 
tained (and possibly 
increase) will Improve signif- 
icantly.” 

Kamal Naqvi, Macquarie 
precious metals analyst, 
warned that gold was likely 
to be volatile over coming 
weeks. 

“However." he said, “with 
strong support for gold in 
the low $30Qs and resistance 
at $315 an ounce [because of 
expectations of Australian 
producer selling at this 
level] we expect most trade 
to be within this range 
in the short to medium 
term." 

Graham Birch, of Mercury ( 
Asset Management's World ' 
Mining Trust. Is among 
those investment managers 
who sense sentiment is 
chan ging. 

In a letter to shareholders 
he says there should be a 
sharp Improvement in the 
supply-demand fundamen- 
tals for gold this year, so the 
trust is rebuilding its gold 
share positions. 

Mr Birch points out that 
gold demand remains hi g h, 
in spite of the Asian finan- 
cial crisis, and, while net 
central bank gold sales will 
probably continue, forward 
sales by producers should 
slow from now on and sup- 
ply of gold from mines Is 
stagnating. 



Panama banana output 
hit by strike disruption 


Harvest contract tabou- is cutting ripe fruit 


Panos Retires 


By James WQsoa 
in Panama City 

Banana production in 
Panama is set to be seriously 
disrupted this year by a 
strike which has already 
cost Si3m in lost exports. 

About 4.000 employees at 
the Ghiriqui L and Company, 
a subsidiary of Chiquita 
Brands of the US, stopped 
work on February 19. The 
strike is at the company’s 
Armuelles division, which 
produces about half of Ghi- 

quita's annual production in 
Panama of about 20m boxes. 

The company has been 
allowed to contract labour to 
carry out minimum tasks nr 
the Armuelles plantations. 


such as cutting ripe fruit 
However, Rodolfb Espino, 
director of the Panamanian 
Banana Commission, said 
that after such a long Hms 
with no work on the planta- 
tions, it would be “almost 
like beginning again from 
zero” when the strike ended. 

Chiquita said the stoppage 
was a “serious Interruption” 
but would not speculate on 
the effects until it aided. It 
has ob tain ed fruit from other 
Latin American sources to 
make up far lost production. 
Chiquita produces about 

flflm boxes of hananas ttanh 

year from its own planta- 
tions worldwide, and mar- 
kets 10Qm-150m boxes. - 
The strike has also hit 


when banana prices are at 
tbetr highest because of the 
of other fruits in the 
marketplace, said Mr Espino. 
He said if the strike lasted 
much longer, it could affect 
exports into 1999. 

The workers' main griev- 
ance has been the fate of 
employees at the Pacific 
coast port of Puerto 
Armuelles. The company 
wants to end shipments 
there and instead send 
bananas to an A tlantic port 
for easier access to main US 
and European markets. 

Panama exported 33.8m 
boxes of bananas in 1997, 
with two-thirds going to 
Europe and nearly all the 
remainder to the US. 


Argentina set for lead in peanut exports 


By Ken Warn ia Buenos Aires 

Argentina could become the 
world's biggest exporter of 
peanuts this year because of 
rains brought by the El Nifro 
weather phenomenon. 

Exports could reach more 
than 400,000 tonnes, out of a 
total crop of 600 , 000 - 800,000 
tonnes, if the weather holds 
during the next few weeks of 
harvesting, said Jorge Acev- 
edo, president of the Argen- 
tine Peanut Chamber. 


And amid expectations of 
a good Argentine crop, 
prices have dropped from 
$1,000 a tonne last year to 
about $750 a tonne, said Mr 
Acevedo. India, China and 
the US are bigger producers 
of peanuts, but much of 
their crops go to satisfy 
internal demand. 

Last year’s crop was badly 
damaged by drought, which 
cut production to 280.000 
tonnes, about one-third of 
expected levels. “So far, El 


Nifro has been Mnfl to us,” 
said Mr Acevedo. However, 
after bad weather over the 
Easter period 'the forecast is 
still provisional 
Although hopes are high 
for peanut production, 
El Nifro has damped the 
prospects for the sunflower 
crop, which could fall short 
of the 547m tonnes forecast 
by the Agriculture Depart- 
ment last month. A record 
546m tonnes was forecast in 
January. 


“There was a lot more 
damage during *hg flowe rin g 
season than we realised,” 
said Christopher McMaster, 
director of agricultural 
investment company Agri- 
tech Inversora. “The seeds 
looked good, but they are 
light and wont yield much 
olL" 

Argentina is the world's 
biggest exporter of sun- 
flower oiL Some farmers 
have found it impassible to 
reach the battered crop 


through waterlogged fields. 

Despite the sunflower 
problems, Argentina is still 
on track for a record overall 
harvest. “Maize and soya 
have both started very well,” 
said Mr McMaster. 

Argentina’s peanut grow- 
ing areas expanded to 

407.000 ha this year from 

329.000 ha in 1997, the Agri- 
culture Department said. 
The US and Europe are the 
main buyers of Argentine 
peanuts. 


eases 

By Kenneth Goodtag, 

Mining Correspondent 

London’s silver market has 
begun returning to normal 
after the upheavals caused 
by Warren Buffett, the US 
investor, whose Berkshire 
Hathaway group bought 
nearly 130m troy ounces 
(4£43 tonnes) of the metal - 
equivalent to about 16 per 
cent of global consumption - 
for delivery in London. 

The volume of .stiver 
cleared each day dropped by 
22 per cent from the high 
February level to 272.1m 
ounces, while the daily value 
fell by 29 per cent to $L7hn. 
according to the London Bul- 
lion Market Association. 

The daily average of trans- 
fers - 581 against 690 In Feb- 
ruary - was also much lower 
thfln in recent months. 

After Mr Buffett’s 
ann ouncement, the LBMA. 
extended the time allowed 
for delivery of physical sa- 
ver from five to 15 days. This 
emergency measure is stOl 
in place, thoogh it is 
assumed that Berkshire 
Hathaway has taken deliv- 
ery of ail its silver. 

Meanwhile, the gold mar- 
ket was “fairly quiet" in 
March, the LBMA suggests. 
The daily volume of gold 
cleared in London, the inter- 
national settlement centre 
for gold bullion, was 4 'per 
cent ahead of the February 
total at 38.5m ounces, bat 
well below the record 43.7m 
ounces cleared every day hi 
December. The daily value 
rose last month by 3J> per 
cent from the February 
level, to $lL4bn. That com- 
pares with the record 
$13.6bn in October last year. 

“Physical demand [for 
gold] was weak [last month! 
there was substantial selling 
in the for east and there was 
continuing concern about 
possible central bank sales 
giving rise to continued fund 
short selling," said Chris Els- 
ton. LBMA chief executive; 
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ACROSS 

1 Player used to be hard, 
abating repercussions (8) 

5 Unaware of poisonous crea- 
ture circling shelter (6) 

10 Maybe old lady's brother 
has filthy article cut (5) 

11 Crew with blue succeeding 
easily (5.4) 

12 Fish included in special 
offers? Good - get a move 
on! (5^3) 

13 These may be involved in 

neutering (5) 

14 That woman was tied In 
rope® 

15 Subject to one’s feelings 
about it recurring In narra- 
tive? (7) 

18 Possible extravaganza one's 
holding in church - using 
what? (3^) ^ 

20 Fix accommodation for 
grandmother in part of 
Malaysia (6) 

22 In design. UFOs recalled 
mUSbrOOmS, perhaps (5) 

24 French island's traditional 

- style of b uilding ? (5,4) 

25 One involved in Zagreb's 
trouble, a long time ago 

26 To sh back with a leading 
Writer - fahrifnrret ( 5 ) 

27 Seriously question Euro- 
pean form of partit io n (S) 

28 Salt, say, possibly reefs one 
( 8 ) 

DOWN 

1 A money-market for us to 
live without? (5) 

2 Most Of thmwatir prwvxi by 
a pal appear - ft’s the old 
sweetener! (9) 


3 Liz went in - cheers 
erupted - what a dish! <6£) 

4 One d oing study of the sun 
wraps up short chapter (7) 

6 Any nice requests played 
for the anniversary? ( 15 ) 

7 Call up the day before - all 
right to pop in? (5) 

8 Pope’s translation from the 
Latin (8) 

9 Man on board taking some- 
what oblique approach 
— ( 6 ) 

16 ---.as I got upset with one 
in a part of the Mediterra- 
nean (G.3I 

17 Doubtftd bishop will fit fn 
small car - it's padded 
inside (SA) 

19 Worker, coming Into some 
cash, published reqtrire- 

on 35®? w* 2 ) 

20 One imprisoned In clear-cut 
case (7) 

21 Friend writing rin gin g 
about new piano (3.3) 

■“ Pm on about a rising mem- 
ber of the Campbell family 
(5) 

Solution 9,666 
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LONDON STOCK EXCHANGE 


Early attempt at new record runs out of steam 


FTSCAB-Stiftre bitfex 


Barit? stares traded 
TDnxMriyvokewMtaQ 
law 


MARKETRSWT 

By Stan Thompson, 

UK Stock Market Editor 


An early surge in share 
prices in London’s equity 
market ran out of steam yes- 
terday, in a performance 
very similar to Tuesday's, 
except for a marked deterio- 
ration just before the close. 

The FTSE 100 index fin* 
ished a rather lacklustre ses- 
sion just off the day’s low, 
closing 30.0 down at 6,074.1, 
having been down 30.8 at its 
worst. 

The other FTSE indices 
managed to escape the 


downside pressures aff ecting 
the leaders, with the fTSE 
250 closing up L2 at 5.546.0. 
compared with a day's high 
of 65 and an early dip when 
the index showed a 1.6 
decline. 

The FTSE Small Cap fin- 
ished the day 0,2 ahead at 
2.6365; at its best the index 
was up 4.1 at 2,640.4. 

Behind the erosion of the 
market’s early confidence 
was a lingering worry that 
another interest rate rise 
might still be on the cards; 
the minutes of the March 
meeting of the Bank of 
England’s monetary policy 
committee revealed that the 


members were still split 
down the middle over 
whether to increase rates. 

More evidence of a mixed 
economic outlook came frofn 
the British Retail Consor- 
tium which said that sales 
had a sharp slowdown in 
March, although analysts 
pointed to technical reasons 
hrfiind the £alL 

Dealers in the London 
market were generally per- 
plexed at the market’s latest 
poor showing. “WaD Street 
is up getting on for 200 
points over the past few ses- 
sions and London is prevari- 
cating. Is it trying to tell us 
something? I think not The 


weight of money argument 
has been the driving force 
behind this market and will 
continue to be so. Strong 
nerves are what is needed.” 
said the head of trading at 
one leading European invest- 
ment hawlr 

Others remained aware of 
the high valuations on 
which London and Wall 
Street are trading. 

“My instinct tells me we 
should be going down. The 
more the market goes up the 
more nervous 1 get. but it is 
bong driven by cash. There 
is an increasing amount of 
money from private inves- 
tors being pumped into the 


market and that too is a sig- 
nal that we might be over- 
heating." said another senior 
marketmaker. 

London shares were in 
good heart, prior to the 
release of the March mone- 
tary policy committee min- 
utes, seen by some as a sign 
that another increase in UR 
interest rates might stm be a 
realistic proposition. 

“The assumption that 
there are no more rises is 
wrong in that the slowdown 
is not sufficient to take pres- 
sure off the economy." was 
the view of one economist 

Wall Street was one of the 
market's main props, the 


Dow Jones Industrial Aver- 
age racing up almost 100 
point on Tuesday and mak- 
ing Anther progress at the 
outset yesterday, although 
London tended to ignore US 
trends towards the dose. 

The investment manage- 
ment sector was strong wfth 
Schroders and Arrives cap 
Footsie’s top performers and 
Halifax, the bank, also being 
chased higher at the dose. 

On the downside the phar- 
maceutical leaders, among 
the market's ootperformers 
in the early part of the year, 
were under pressure all day. 

Turnover at 6pm was a 
(Ti-«8*]irpndnHng~ 7263m shares. 
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SKline 
fails to 
impress 

COMPANIES REPORT 

By Peter John and Joel IQbazo 

SmithKiine Beecham was 
the biggest filler in the Foot- 
sie as the company's 
research and development 
presentation failed to 
impress. 

SmithKiine 's presentation 
on Tuesday in New York 
sought to shift attention to 
its core strengths in develop- 
ing drugs and away from 
speculation about strategy 
and management 

Also. Jean- Pierre Gamier, 
chief operating officer, said a 
merger remained an attrac- 
tive option for boosting 
shareholder value. 

Analysts said the mast 
likely reason for the share 
price fall was news that Sl- 
ing for approval of Smith- 
Kline'S diabetes treatment 
Avandia might be delayed 
by six mouths or so, beyond 
mast analysts’ expectations. 

They said the presentation 
had been solid, with no real 
surprises, and while the 
potential for some groups of 
products was enormous, it 
was still a long way off. 

Nigel Barnes at Merrill 
Lynch maintained his 
long-term buy recommenda- 
tion but conceded that the 
valuation was beginning to 
look stretched. 

"If they’ had come up with 


some outstanding data on 
Avandia [the next potential 
blockbuster] we could have 
been a little more upbeat. 
But it is trading at more 
than 29 times our 1999 earn- 
ings numbers while Lilly is 
on 26 times and Merck 24 
times and it looks up with 
events.” he said. 

The shares dropped SP's to 
74Sp following a fall on Tues- 
day In the American Deposi- 
tary Receipts. Zeneca Tell 84 
to £26.52 and Glaxo Well- 
come 32 to £1752. 

Shares in Associated Brit- 
ish Foods retreated further 
as brokers continued to 
downgrade current year 
profit expectations and 


recommendatinns following 

Tuesday’s profits warning. 

The shares lost another 
27 v* to 570p. The group 
reported profits of £193m for 
the 24 weeks to the end of 
February 1998. at the top end 
of analysts' expectations. 
However, the company 
warned that the continued 
strength of sterling makes it 
unlikely that last year's 
operating results will be 
matched. 

Merrill Lynch shifted its 
short-term stance on the 
stock to “uentraJ” from 
“accumulate” although it 
retains its long-term “accu- 
mulate” recommendation. 

Banking stocks showed 
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to “hold" from "buy". The 
same broker was said to 
have raised its recommenda- 
tion. on British Telecommu- 
nications to “buy" from 
“hold". The shares slipped 2 
toSBflp. 

There was two-way busi- 
ness in bid target Argos and 
the shares eased a penny to 


1 FT 30 

INDEX 







ter 15 

Apr 14 ter 6 

Aprs 

Apr 7 Vr ago 

•Hgh 

Tjbw 

FT 30 

38403 

38483 3855.7 

38244 

38463 2836.8 

38723 

3828.1 

Ort. Shr. PM 

235 

234 2.84 

236 

234 332 

432 

233 

PS raflo net 

2438 

2437 2439 

24.77 

2436 1633 

2538 

15.60 

P/E rate b| 

2436 

24.75 24.77 

2435 

2434 10.78 

2434 

15.71 

ft s mz ceteHac a^ 3ssa oems w e* anew sna da urns 



FT 30 tarty ctagei 






Cfean 0 

16 

11 12 13 14 

15 16 


Um 

3845.7 3855! 38533 3SE2 38512 38446 38473 38383 38333 

38604 

3828.1 


onsi 


I UMM 199a. M DOS cnmd. for 7998 


I STOCK MARKET TRADING DATA 


1 

Apr IS Apr 14 

AprS 

te! 

Agr7 

Yr ago 

SEAQ tngaJre 

86342 72.424 

B.118 

87,378 

83321 

42.118 

Eqefep tumowj ©at 

- 9/W16 

3314.7 

44804 

35793 

1734.7 

EOUty CagafeBt 

57369 

55501 

63389 

67,60* 

37380 

Shares traiw (not 

7113 

8633 

3S7A 

8204 

4913 

ToW marital (m^j/isT 

- 89.116 

68,143 

78301 

82507 

■a 

Tatt lumowr (Em)J 

- 39745 

50313 

61885 

*9615 

ao 

ToW «n taded imft 

n 9413 

*1181.1 

*13045 

*11213 

aa 

TiadepcH tamer (On) 

314 245 

211 

308 

51A 

1.7 

TradeooW Sn traded 

8333 3388 

7505 

7,1 71 

10711 

780 

Ifirtifto ta-MM n inusMi tnanr M wtras Cm> man umi 
MmhM Lamer 

m m ten. t IK aw 

■ Lonfoo martujt data 

RbaondWb* j 

52 fetak rigte and ban 1 

IfTE EgcOy opttons 


TaW »*es 776 

TOW HWB 

ZD5 

ToW codracta 

55386 

TOW Fate 876 1 

Same 1547 1 

Total Lows 

36 1 

I cate 

POB 


29592 

2558* 


Apr 15 Has bad on Equty stems feted on Us tendon Saw Santa. 


signs of running out of 
steam following their 
remarkable run on the back 
of hopes that consolidation 
in the US will spill over into 
the UK. 

The sector was highlighted 
in the afternoon by news 
that Barclays and Union 
Bank of Switzerland were 
being sued for a total of 
£700bn by four clients in Chi- 
cago. 

Lloyds TSB hit another 
all-time high in lntra-day 
trading. But the shares have 
jumped 17 per cent in the 
past month and the bank 
was valued at more than 9% 
times its book value at best 
The stock slipped back to 
end 12 down at £10.63. 

HSBC, seen as the prime 
candidate for UK expansion, 
also came off the boO. The 
shares fell 34 to Q9.91 but 
both Merrill Lynch and Mor- 
gan Stanley issued warrants 
an the stock. Merrill issued 
25m wii warrants aph i » g 
in January while Morgan 
issued 11.4m put warrants 
with the same duration. 

The former building societ- 
ies, which have been left out 
of the recent post-results 
rally, put on a more 
sprightly performance. 




CREDITANSTALT 

London Branch 


It is with great regret that Creditanstalt AG. London 
Branch announce that Bob Tompkins, our Deputy 
General Manager and Treasurer, passed away on 
Thursday. 9th April. 

A Requiem Mass will be held at St. Mary's Church. 
Chislchursu Rent at 1 p.m. on Friday. 17th April to 
which all arc welcome. 

Any floral tributes should be sent lo:- 

Francis Chappell & Sons 
Funeral Directors 
46S Bromley Road 
Downham 
Bromley BR 1 4PP 

A Memorial Service wilt be held at a date yet to be 
advised. 


HongkongBank O 

Tin- 1 [••iiiA.iticjnJ Skin^lui Kinking Ci*rp»tjtu.-n LimiUid 
tlnca/pouted m Hong Kong wtih tumteti labrityt 

U.S.$400, 000,000 

PRIMARY CAPITAL UNDATED FLOATING RATE NOTES 
Own series) 

Nebco c hereby given that the Rale Of interest has been fried at 
5 S75 n cand that ihe interest payable on the relevant interest 
Payment Dote July 16. 1998. m respect at US$5,000 nominal af the 
Notes wd be US$7425 and m respect W USS 100000 nominal at 
the Notes wd be USS1 .485.07. 


<.-> i'li ’SSH loner 

Ift- C«cjnt N K. iCapgJp fryrir* *CW Bam 


CmBANCO 


LOTHBURY 

Lothbury Funding No.1 PLC 


£144 , 000. 00 0 
OhAI Notes 


£1500001000 
Ora A2 Motes 


£6400000 
Clra B Notts 


Mortgage Backed Floating Rate Notes 
due 2031 

in accordance with the provisions of the Notes, notice 
is hereby given that for the three month period 
14th April 1998 to 10th July 1998, the Gass A1 Notes, 
Oass A2 Notes and Gass B Notes will carry an interest 
rate of 7.75078%, 7.95078% and 8.75078% per 
annum respectively. The interest payable per 
£100.000 Note will be £160.47 for the Class At Notes, 
£1895.12 for the Gass A2 Notes and £2.065.80 for the 
Gass B Notes. 

Greenwich natWEst 


CHEVY CHASE MASTER CREDIT CARD TRUST II 
U^S13 8,000,000 

Class A Floating Rate Asset Backed Certificates, Series 1995 -B 
U.S-S12.000.000 

Class B Floating Rue Asset Backed Certificates, Series 1995-B 

Gem Amgynt tUSDl 
UAS6T-IJI875 
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METRO 

METRO FINANCE B.V. 

Cans 100.000,000 CoBared Floating Rato Notes 15932003 

(issued under ttw DM 2 taSian Multi -Currency £w© 

Modum Term Note Programme of METRO AG) 

Tranche-No.. Li 

The Rate of tatoiesl oppKcafaki ta too Interest Period hem April 15. 1998 
to July 14. i998 inclusively, was dewnpaied to be 6 S per cmr. Thereto®, 
on July 15. 1998 interest per Note of CanS 1 ,000 plncsal omen <n toe 
amount of CanS 1621 and interest per Note of CanS 10 COO principal 
amount n the amount of ConS 162.05 is due 

Frankfurt am Msm. April 1999 

Dresdner Kleinwort Benson 

DreatoerBarft te flwv M fcJqfl 
Caicutadon and Principal Pitying Agent 
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CHINA MERCHANTS 
CHINA DIRECT INVESTMENTS LIMITED 
Net Asset Value 
China Merchants China Direct Investments Limited announces 
thas as a: 3ist Match. 1998, the unaudited consofidafed net asset 
value per share of the Company was USSl.t63. 

CHNA MERCHANTS CHNA ORECT MVESTIBflSlAIITB) 
(Incorporated in Hong Kong with limited BabBity) 

15th Apit, 1998 




CMEC GE CAPITAL CHINA 
INDUSTRIAL HOLDINGS LIMITED 

Net Asset Value 


CMEC GE Capital China Industrial Holdings Limited announces 
that as of list March. 1998. the unaudited consolidated net asset 
value per share of the Company was US St. 012. 

CMEC GE Capital China Industrial Holdings Limited 
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LOTHBURY 

■ Lothbury Raiding 
No.1 PLC 

£144,000,000 
CLassAI Notts 
Mortgage Backed 
Floating Rate Notes 
due 2031 

HaM is hereby given that 
there mD be a principal 
repayment of £4,437 per 
£100.000 Note pursuant to 
Causes (Salt of the Notes 
on the nueres payment 
date Wfi Apnt 1998. The 
principal amount out- 
standing on Uto Apnl 1998 
mil therefore be £8536 
per Note. 
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The FT can help you reach 
addhicml buonais readers m 
France. Our lids with the French 
business newspaper. Lcs Echos, 
gret you a unique re c r ui t iu e m 
advcfbsiae oppcratniiy to 
capitalise on die FTs European 
readership and to further npa 
tbe French business world. 
For iniannzdon an rates and 
farther detadl please telephone: 

Toby finden-Crafts on 
+44 171 8734027 


Halifax was only showing 
a gain of 12 Vi under the 
stock exchange’s new elec- 
tronic trading system. But 
that system reflects the price 
of the last trade. The mid- 
price - which is the differ- 
ence between the beet bid 
and best offer and shown an 
Reuters screens - had the 
stock up nearly 70 at 944p. 

Meanwhile, among the 
merchant tanks, Schroders 
jumped 253 ar 9.2 per cent to 
£29.98 with support from a 
Flemings recommendation. 

Securicor slips 

In telecoms, Securicor fell 
10 Vi to 41 Ip after broker 
ABN Amro downgraded its 
pre-tax profits estimate for 
the group. The broker cut 
the current year’s forecast 
by £20m to filOOm and also 
moved its recommendation 
on the shares to “underval- 
ued" from ■fouy”. 

Jim McCafferty at the bro- 
ker blamed “transient costs 
associated with promotion 
and acquisitions” relating to 
Cellnet, the UK cellular busi- 
ness in which Securicor 
holds a 40 pa- cent stake. 

He also cited the strong 
performance at Intek Diver- 
sified Corporation, the US 
group in which the UK com- 
pany bolds a 63 per cent 
stake. He said the positive 
start will mean an increase 
in start-up losses in the 
short term. 

Cable & Wireless eased 3% 
to 745p after Credit Suisse 
First Boston was reported to 
have downgraded the stock 
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It emerged yesterday that 
Soros Fund Management 
had bought L26m ordinary 
shares in the company at 
636p per share. 

The trade, said to have 
been done on Tuesday, 
helped the Soros Fund 
increase its holding in the 
bid target of Cheat Universal 
Stores to 4m shares, around 
L89 per cent 

Active buying of GUS, 
which last week raised its 
offer for Argos from 570p a 
share to 650p, saw it improve 

16% to Slip. 

The British Retail Consor- 
tium’s March report hit fur- 
niture retailers particularly 
bard. 

Sentiment had also been 
hit by the appalling weather 
over the Easter weekend, 
usually viewed as a crucial 
sales period for this sector. 

Caipetright eased 5 at 
365p. with dealers citing a 
change of recommendation 
by Panmure Gordon. The 
broker was said to have 
shifted its stance from “buy” 
to "hold". 

Allied Carpets was also 
affected and the shares 
declined 2 to I52p. However, 
MFI Furniture added 2 at 
96y.p. The news from the 
BRC report was not all bed 
and electrical goods retailer 
Dixons was cheered by the 
report which Indicated that 
March had proved, a better 
month for the electrical and 
electronics sector. Dixons 
jumped 22 to 559p. 

Watmoughs, . the printing 
group, improved 22 to 346p 
boosted by news that the 
government had decided not 
to refer the bid by Investcorp 
to the Monopolies and Merg- 
ers Commission. 
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1 FTSE Actuaries Share Indices 
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MARKETS 


Wall Street’s surge gives bourses boost 


EMERGING MARKET FOCUS 


WORLD OVERVIEW 


Wall Street’s strength on 
Tuesday and st the opening 
yesterday gave some support 
to world stock markets, but 
the mood was restrained 
rather than jubilant, writes 
Pfdlip Coggan. 

The Dow Jones Industrial 
Average closed above 9,100 
for the first time on Tuesday 
and those analysts who pre- 
dicted ”10.000 before 2000” 
must be feeling quietly confi- 
dent. Worries about individ- 


ual corporate earnings 
announcements seem not to 
have been translated to the 
level of the overall market 

The meeting of finance 
ministers of the Group of 
Seven industrialised nations 
focused attention on the US 
do liar/ yen rate. The Japa- 
nese authorities intervened 
to support the yen last week. 

Continued weakness in the 
yen would widen the palitl- 
cally-sensitive US trade defi- 
cit with Japan and a stran- 
ger yen would help restore 


overseas Investors' confi- 
dence In Japan. 

But if the. dollar weakens 
against the' yen, it might 
drop against the D-Mark as 
well and that would not be 
good news for European 
stock markets. Their recent 
bull run has owed much to 
dollar strength. 

The momentum behind 
European bourses meant 
some fringe markets man- 
aged to reach all-time highs 
- Dublin, Finland, Greece 
and Turkey. Helsinki’s 2.5 


per cent gain was fuelled by 
telecoms group Nokia - 
ahead of a stock split - and 
by the forestry groups. 

Elsewhere, Australia and 
South Africa continued their 
record-breaking runs with 
financial stocks strong in 
both countries. 

The first-quarter Aslan 
rally seems to have petered 
out as investors have 
increasingly recognised that 
there is a lot more bad eco- 
nomic news to come, hi any 
case, they reason, why risk 


going into Asia when the 
European and US markets 
are so buoyant 

The recent mergers among 
US banks have again high- 
lighted the attractions of the 
financial sector. In fact, over 
the pest 52 weeks, insurance 
stocks have been the best 
performers, not only in the 
FT/S&JP World Index but in 
the European and Pacific 
regional indices. 

Insurance groups benefit 
from rising stock markets 
because of their large invest- 


ment portfolios. .They have 
also been subject to their 
own acquisition, and merger 
wave, including Winterthur 
(with Credit Suisse) and 
General Accident/Commer- 
cial Union. In the Pacific 
region, the insurers’ main 
attraction may have been 
defensive at a time of finan- 
cial crisis. Utilities and 
health care have been other 
strong performers. 

London market, Page 30 
Currencies, Page 23 


Same roots but 
different routes 


Tech sector Paris tracks dollar higher 
advances on 
earnings news 


While Asia’s economic 
problems are likely to domi- 
nate the International Mone- 
tary Fund’s two-day spring 
meeting which starts today, 

Asia is probably the last 
thing on many fund manag- 
ers’ minds. 

Asian markets have recov- 
ered from their lows over the 
past few months, with the 
most dramatic bounces In 
those which were worst hit - . ^ 

Indonesia has climbed 51 per 
cent from its low in mid-De- 
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AMERICAS 

US shares were higher by 
midday as Wall Street con- 
tinued to sift through the 
latest earnings reports, 
writes John Labette in New 
York. 

Trading was choppy dur- 
ing the morning session but 
the market turned broadly 
positive later in the day. By 
early afternoon, the Dow 
Jones Industrial Average 
had climbed 27.65 to 9,137.85 
while the standard & Poor’s 
500 rose 2.26 to 1,118.01. 

Technology shares were 
the day’s best performers, 
largely on a sense of relief 
after the release of Minings 
figures from Compaq Com- 
puter and Intel. The Nasdaq 
composite shot np 1838 to 
1,861.61. Small cap shares 
joined in the rally as the 
Russell 2000 rose 1.83 to 
486.68. 

Intel and Compaq were the 
latest companies to release 
results after previously giv- 
ing warnings that their first- 
quarter performances would 
come under pressure. Com- 
paq’s shares climbed $1& to 
$27, while Intel rose $1% to 
*77%. 

“Companies have been 
skillful at guiding analysts 
to conservative earnings 
expectations,” said Hugh 


Johnson, chief investment 
officer at First Albany. 

In other sectors, be said, 
recent economic reports 
have continued to dampen 
fears of rising inflation, 
while the latest retail sales 
report suggested that expan- 
sion in the economy was 
slowing. As a result, inves- 
tors have been bidding up 
prices of consumer and basic 
cyclical stocks in the paper, 
steel and chemicals indus- 
tries. 

Among cyclical Dow 
shares. Alcoa gained $1% to 
$77% while Caterpillar 
gained $1% to $57%. 
Hewlett-Packard also rose 
sharply, up $2% to $63ft after 
announcing a new product 

Earnings announcements 
for the first quarter contin- 
ued to pour in. Transport 
stocks were higher after 
American Airlines 
announced better-than- 
expected results, as well as 
the retirement of its chief 
executive. 

American's shares soared 
$5% to $152%. But Coca Cola 
slid $lfi to $76% after it said 
its earning s were fait by the 
stronger dollar. 

TORONTO climbed further 
into record territory at mid- 
session with the TSE-300 
composite index gaining 

29.87 to 7,810-40. 


Mexico City climbs 


MEXICO CITY mirrored 
Wall Street and reversed ear- 
lier losses as US shares 
gained ground after a brief 
retreat. Hie IPC index rose 
1024 to 4,971.5. Some Inves- 
tors remained cautious on 
prospects that the Mexican 
government could slash this 
year's budget due to a 
decline in oil prices. 

BUENOS AIRES lost mar- 
ginal ground In spite af an 


improvement In sentiment 
following comments by 
Michel Camdessus. Interna- 
tional Monetary Fund man- 
aging director, over Argen- 
tina’s IMF programme. The 
Merval index fell L3 to 67521 
amid limited activity. 

Profit-taking depressed 
SAO PAOLO, although hopes 
of a rate cut underpinned 
sentiment. The Bovespa 
index fell 6 to 12281. 


BJR0PE 

Shares in PARIS closed with 
gains after tracking the per- 
formance of the dollar and 
the CAC-40 index finished 
1625 higher at 3384.61. 

Suez Lyonnaise des Eaux 
was among the strongest of 
the index shares as analysts 
responded positively to its 
1997 report and strategy pre- 
sentation. The shares rose 
FFr47 or 4.7 per cent to a 
high for the year at FFr1,058. 

Thomson-CSF and Das- 
sault Electronique diverged 
sharply as Investors assessed 
the terms of the planned bid 
from Thomson for Dassault. 
Thomson closed FFr10.10 or 
4.1 per cent lower at 
FFr238.70 while Dassault 
jumped FF59 or 9 per cent to 
FFr714. 

SGS-Thomson Microelec- 
tronics added FFr20.50 to 
FFr461.50 on the back of 
better-than-expected Intel 
results and ahead of its own 
first-qu arter data due today. 

FRANKFURT settled lower 
as export-sensitive sectors, 
such as chemicals, were 
marked down after the dol- 
lar feU below DM130. The 
Xetra Dax index aided 8.74 
weaker at 5,35934. 

SAP was the day’s big win- 
ner, however, with a rise of 
DM73 to DM897 in the wake 
of Tuesday’s news of a 62 per 
cent rise in first quarter 
sales. 

Mannesmann was marked 
DM26 higher at DM1,561 
after the industrial and tele- 
communications group fore- 
cast a 10 per emit rise In 
galpg and higher gaming this 
year. 

Deutsche Telekom was 
another winner, rising 
DM2.40 to DM43.40 making 
up for underperformance 
during the first quarter. 

Among the carmakers, 
BMW lost DM63 to DM2078 
and Daimler Benz was 
DM330 weaker at DM191 .-JO. 
Volkswagen bucked the 
trend picking up DM22 to 
DM1.482. 

HELSINKI jumped 2.5 per 
cent to a record close, led by 
rallies in Nokia and the for- 
estry sector. The Hex index 


1 FTSE Actuaries Share Indices 

European seriesl 

April IS 

IMoaai 4 A*nU 
Mutex 

Ecu 

Ub 

DWl 

% 

chap 

petti 

YMd 

gma% 

■I* 

Total rain 
t&afl 

FTSE Emtop 300 

1251.49 

+am 

+411 

185 

150 

126723 

FTSE Endup 100 

257183 

-048 

-1134 

- 

- 

- 

FTSE Bsotap an m 

t 






300 IK 

121087 

-043 

-5.1B 

2-72 

1173 

124482 

300 Bi-UK 

1Z7S24 

*024 

+412 

1.40 

188 

12 ao.es 

300 EuraMK 

125139 

+008 

+485 

187 

225 

126084 

300 Ex-BheUdc 

125111 

-404 

-448 

206 

78* 

127486“ 

FTSE Bnkqi 300 BHradc boqe 

i 





Horace* 

1017J1 

+408 

♦001 

Z68 

382 

1036.18 

Seme MhM s 

1181.81 

+432 

+473 

1.72 

542 

119065 

Cramer Goods 

1177.02 

-494 

—11.17 

185 

132 

119523 

Swvfces 

1190.43 

+438 

+426 

186 

407 

1205.19 

mm 

133889 

-471 

-402 

128 

184 

.135724 

nmef* 

M41.46 

+42B 

+467 

1.70 

781 

145&27 

ant mm m vmmm "N"™" ■? ■■ ” * " 


rose 155.50 to a high of 
4,75434. 

Nokia rose FM21.20 to 
FM675 ahead of its two-for- 
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one share split today. The 
forestry sub-index climbed 4 
per cent, with UPM- 
Kymmene up FM7.10 to 
FM166.60. 

STOCKHOLM also closed 
at a record, led by forestry 
shares. The general index 
rose 43.06 or 13 per cent to 
3,68239. 

Forestry shares gained 2.4 
per cent, bolstered by a 
sharp fall In Biarch pulp 
inventory data released this 
week. MoDo rose SKrS to 
SKr250 and Store gained 
SKr3 to SKrl38. 

Volvo rose SKr7.50 to 
SKr265 on buying by US 
investors. The company has 
been making a spate of pre- 
sentations to US and Euro- 
pean analysts. 


ZURICH ran out of steam 
late in the day as Wall 
Street's early performance, 
selling by London-based 
investors and a lower dollar 
pulled the market back from 
its best levels. The SMI 
closed 46.6 weaker at 
SFr7,6163.- 

Against the trend, Swiss 
Re surged SFrSS to SFrS^lO 
as Morgan Stanley Dean Wit- 
ter Initiated coverage of the 
stock with an outperform 

r a ting and gave thn shares a 
price target of SFrtJOQO. 

Profit-taking hit both UBS, 
down SFr75 at SFZ2372, and 
SBC, SFrlS lower at SFt€56, 
after the merger partners 
issue d a mi ld profit warning. 

AMS TERDAM einsad mar- 
ginally higher, although 
some finanriais rallied on 
hopes of a merger announce- 
ment The AEX index rose 
23 to 1, 17734. 


Aegon, the insurer, rose 
FI 630 to FI 285.40 while ING 
added 70 cents to FI 139.40. 
However, profit-taking hit 
Fortis, the insurance and 
banking group, which fell 
FI L4 to FI 127.6 While ABN 
Anxro lost 80 cents to FI 5430 
after its failed bid for CIC. 
the French bank- 

BOLAN was supported by 
a rally, in Telecom Italia and 
Creditor Itsliano. The Mibtel 
index rose 434 or 1.7 per cent 
to 25,776. 

.. Telecom Italia, closed -tv 
L752, or 5.1 per cent.- to- 
L15.473 on news of its alli- 
ance with Cable & Wireless. 
Banking shares finned on 
merger speculation. Credito 
Italians jumped L709, or 8 
per cent, to 13,532. 

ISTANBUL closed at a 
record high, boosted by eas- 
ing interest rates and lower 
inflation and with financial 
markets reassured by gov- 
ernment pledgee that there 
would be no elections until 
next March. The IMKB 
National-100 index jumped 
158.76 or 43 per cent to 
332L75. 

ATHENS extended its 
record-setting streak as con- 
tinuing foreign demand 
forced domestic investors to 
chase stocks that they had 
sold earlier in the bull run. 
The general index hit a 
record dose at 233938. up 
7233 or 33 per cent 

Written and edited by 
Michael Morgan, Emiko 
Terezono and Peter Hall 
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camber while South Korea iiniiiytamVfiriiMri ~~~ 

and Thailand have risen ' i 

over 30 per cent in local cur- 
rency terms. But the move- 
ments have been technical, 
and probably unsustainable 
The argument among 
some stock pickers has been 
ttiaf the crisis might have 
brought out the differences 
between Asian markets, and 
stronger ones may be worth 
taking a closer Iook-aL 
While the roots of the 
countries' problems have 
been the same - a currency 
crisis leading to severe debt ' 
problems - the differences in 
the pace of progress in the 
IMF-led reforms has been 
staik.' Kim Dae Jung, South 
Korea's president, has- 
shown a commitment in eco- 
nomic and corporate 
restructuring as has the 
Thai government. Negotia- 
tions between Indonesia and 
the IMF, meanwhile, have 
stumbled along, with confu- 
sion over last week’s agree- 
ment leading to profit-taking 
cm the Jakarta market 
The difference in r eco ve r y 
in dollar terms seem to back 
such views. South Korea has 
risen 63 per cent and Thai- 
land 87 per cent, while 
Indonesia iw»g only posted a 
14 per cent rise. 

ING Barings points out the 
differences in thn patent- of 
the debt problems of the 
countries. Short-term debt as 
a percentage of GDP stood at 
about 18 per cent for South 
Korea in June 1997, com- 
pared with 32 per esnt for 
Indonesia and 31 per cent for 
Thailand. Moreover, com- 
pared with countries in 


south-east Asia, South Korea 
is at a more advanced state 
of development, it says. • 
However, the correlation 
between Asian countries 
remains high and many fond 
managers regard Asia as one 
asset class. Ashok Shah, 

■ senior portfolio manager at 
Old Mutual Asset Manage- 
ment, says regional factors 
account for 60 to 70 per coot 
of movements of individual 
markets. This may be partly 
to do with strong economic 
: ties within the region : - 
• about 55 per cent of trade in 
Asia is intra-reglouaL 
Regardless of progress in 
reforms, the expected wave 
of corporate bankruptcies 
and extra equity Issues due 
to recapitalisaton make the 
short-tom outlook for many 
Asian markets subdued. 
Moreover, medium-term 
prospects are hardly better 
as Asian economies depend 
on the recovery of Japan, 
says Charlies Brock, director ’ 
at Foreign & Colonial. 

One development which 
may help investors to assess 
risk is sovereign bond , 
issues. Earlier this month, 
the Philippines issued a 
$500m global bond and South 
Korea placed orders for 
$i2bn of bonds. Emerging 
market debt has became a 
valid indicator of assessing 
macroeconomic risk . for 
equity investors as well, 
says one analyst 

Emiko TerazoDo 
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Overseas demand sends Johannesburg to record 


SqUTOAFRIGA 

Strong overseas demand 
sent Johannesburg to a sec- 
ond consecutive record 
close. The overall index fin- 
ished 151.0 higher at 8.1993 
after peaking at more than 
8300 in late trade. 


Industrials and financials 
were both at record highs. 
The industrial index rose 
175.1 to 9.6813 but a weaker 
bullion price left golds 7.2 
weaker at 934.9. 

Foreign buying sent some 
blue chips soaring. Amlc. 
South Africa’s largest indus- 


trial holding group, surged 
almost 15 per cent to R165 
while Sappi continued its 
strong rally, rising almost 16 
per cent to R28.65 on expec- 
tations that the world pulp 
price would rise by $100 a 
tonne. De Beers jumped ll 
per cent to R 12630. 


Iscor, the iron and steel 
group, climbed R14 to R156 
as the share made up for 
recent underpexformance. 

Sasol, the oO refiner, rose 
R330 to R50.80 in spite of a 
denial by Industrial Develop- 
ment Corp that it would 
shed Its 83 per cent stake. 


Kuala Lumpur falls sharply 


ASIA PACIFIC 

Concerns about Malaysia’s 
economic health and the out- 
look for the corporate sector 
sent KUALA LUMPUR blue 
chips down 3 per cent at the 
close. 

The composite index fell 
2022 to 644.62 as news that 
Malaysia’s consumer price 
Index had shot up 5.1 per 
cent in March, while indus- 
trial production In February 
had slumped 2.2 per cent 
year-on-year, indicated that 
the economy could slow 
down faster than expected. 

Analysts noted that SCK 
Group, an interior renova- 
tion company, had this week 
put into receivership, os had 
construction group Wembley 
last month. 

Lists or companies 
believed to be in financial 
difficulties were said to be 
circulating around the mar- 
ket as investors speculated 
about other second board 
companies that might be 
candidates for receivership. 

SINGAPORE tumbled on 
escalating worries that there 
might be more bankruptcies 
in Malaysia. Malaysian 
shares traded over the 
counter, together with banks 
and property companies 
with exposure to Malaysia 
led the slide. 

The Straits Times Industri- 
als index ended 17.61 lower 
at 1.543.94. while the UOB 
OTC index, which tracks 
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mostly Malaysian shares 
traded over the counter, 
tumbled 2,13 per cent. 

News that Standard and 
Poor’s had lowered the pub- 
lic information ratings of 
four Singapore banks and 
affirmed two was largely 
shrugged off 

TOKYO rose slightly on 
hopes that the public sector 
pension funds would be allo- 
cated new funds for equity 
purchases today, writes Gil- 
lian Tett in Tokyo. 

However, trading was sub- 
dued ahead of the meeting of 
financial officials from the 
Group of Seven industria- 
lised nations. The Nikkei 225 
average rose only 2138 to 
end at 1639930. During the 
day it moved between 
16392.11 and 16,404.00. 

The more broadly based 
Toplx index lost 1.15 to 


1341.45 while the OSE index 
Qlded at 16.75337. up 62.71. 

Of the 132s issues listed 
on the first section, gainers 
outnumbered losers by 566 
to 513. while 164 Issues were 
unchang ed. 

Volume on the Tokyo first 
section was an estimated 
280m shares, up slightly 
from Tuesday's 260m but 
much thinner than the aver- 
age last month. The thin 
trading largely reflected 
unease about taking firm 
positions ahead of the G7 
meeting. 

In particular, expectations 
are rising that the G7 meet- 
ing will discuss Japan’s ail- 
ing economy and may 
increase the pressure on 
Tokyo for radical measures. 

Robert Rubin. US treasury 
secretary, said on Tuesday 
that -Japan needs to revise 
its taxation system to allow 
for a permanent income tax 
cut. Ryutaro Hashlmoto. 
Japan's prime minister, 
recently announced Y4,000bn 
or income tax cuts, but 
stressed these would be tem- 
porary. 

Personal computer makers 
rose after a report that they 
plan to market new PC mod- 
els loaded with the latest 
Windows 98 operating sys- 
tem in late July. NEC 
climbed Y7 to Y1.43L Fujitsu 
Y14 to Y1.489. Hitachi Y13 to 
Y99Q, Toshiba Y17 yen to 
Y603. Sony Y120 to YU ,480. 
and TDK Y200 to Y10370. 


SYDNEY dosed at a sec- 
ond consecutive record high 
as overseas investors tar- 
geted the banking sector. 
The All Ordinaries index 
climbed 29.6 to 23703. 

Analysts said the mixed 
tone or other Asian mar kets 
appeared to be prompting 
regional funds to shift 
money into Australia. 

At the same time, the 
recent spate of US banking 
mergers had raised the pros- 
pect of merg er s or acquisi- 
tions in the domestic finan- 
cial sector. 

HONG KONG was higher 
as HSBC rallied HK$8 to 
HKJ247 in response to the 
latest bank mergers in the 
US. The Hang Seng index 

rose 7832 to 11,42034. 

The optimism did not, 
however, rub off on Hang 
Seng Bank which dropped 50 
cents to HKS7L 

China Telecom fell 15 
cents to HK516 on profit- 
taking after It reported a 93 
per cent rise in 1997 net 
profit. 

Bombay jumped 2.6 per 
cent as bank shares surged 
on prospects of higher prof- 
its after the Reserve Bank of 
India set easier valuation 
norms on their investments 
in government securities. 

The BSE-30 Index climbed 
10637 to 4,19230 as the start 
of the new account at the 
National Stock Exchange 
also triggered fresh specula- 
tive position building. 


We feel 

first rate ! 






The Hypothekenbank in Essen 
AG has again been assessed, 
this time by Moody’s Investors 
Service, the renowned US 
rating organization. The result 
was unambiguous: the top 
rating of “Aaa” for our public- 
sector Pfandbriefe. 

According to Moodyls, the 
Hypothekenbank in Essen AG 


has “sound financial funda- 
mentals” and exercises “strict 
cost growth control”. 

This assessment confirms the 
mark of quality already given 
to our Jumbo Pfandbriefe by 
Standard & Poor’s; the top 
grade of “AAA” for an “ex- 
tremely strong capacity to meet 
its financial co mmitmen t on 


the obligation”. t 

As if that wasn't reason enough 
for feeling first rate... 


Interested is finding out more 
about us? Just give us a call or 
ask for a copy of our Annual 
Report. 


LJk 




Hypothekenbank in Essen ag 

Gfldefaofetrassc 1 * 45127 Essen 1 Germany o TeL: +49(0)201/81 35m s R*: +49(0)201/81 35-499 
Internet: http^/www.essenfayp.de - E-mail: essenhyp@t-online.de 
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LIGHTING UP TIME 

Europe's electricity 
market opens up . 
pagesl-5 
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ITS A DIRTY JOB 

Polluters may pay in 
pursuit of Kyoto targets 
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Focus on a region 
emerging from war 
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GAS IMPLOSION 

As Asia crumbles, 
LNG looks elsewhere 
pages 10 & 11 
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Europe is poised to flick the switch on 
electricity liberalisation but, reports 
Andrew Taylor, it may be some time 
before power filters through- to the customer 

Lights go on 
across Europe 


A new light dawns for 
European Union electricity 
generators, suppliers and 
customers on February 19, 
1999, when power mar k ets in 
12 EU countries are due to 
open for competition. 

Member countries, under 
an EU directive signed in 
December 1996, must open at 
least 25 per cent of their 
electricity supply market to 
competition, rising to at 
least 33 per cent by 2003. 

Only Belgium and Ireland 
have been allowed to delay 
Implementing the directive 
for a year and Greece by two 
years. 

Commission officials say 
the directive will lead to 
lower power prices for indus- 
trial and commercial compa- 
nies cutting production costs 
and enabling than to com- 
pete more effectively in 
export markets. - 

But the measures will only 
benefit large customers. 
Domestic consumers will 
have to wait for some years 
yet before they will be able 
to choose a new supplier. A 
Europe- wide electricity mar- 
ket appears even further 
away. 


There are also concerns 
that some governments will 
move faster than others in 
opening up the national mar- 
kets to competition. This 
could result in an unfair 
competition with some com- 
panies allowed to operate in 
other EU countries while 
still largely protected in 
their home market 

The directive permits indi- 
vidual governments a great 
deal of latitude on how they 
Introduce competition; the 
wording representing a com- 
promise between countries, 
such as Germany and 
Britain, which wanted 
greater competition and 
those, such as France, which 
sought to protect the posi- 
tion of powerful monopolies. 

The directive offers two 
routes to wider competition: 

• Negotiated third party 
access would allow custom- 
ers to buy electricity freely 
from domestic or foreign 
generators. A fee is paid to 
the distribution network for 
canying the electricity.- 

• A single buyer system 
would be more restrictive. It . 
permits r -a - • 'designated 
national electricity buyer to 


retain control of the national 
grid and its own generating 
capacity as well as acting as 
an intermediate in contracts 
between independent genera- 
tors and suppliers. 

In the latter scenario, crit- 
ics argue that a single bnyer. 
such as Electricite de 
France, would learn the 
prices charged by competi- 
tors and undercut them. 

EC officials insist such 
fears are groundless. They 
stress that large industrial 
and commercial purchasers 
would still be able to negoti- 
ate directly with indepen- 
dent generators. 

The enforced separation of 
commonly owned transmis- 
sion and supply operations, 
under separate manage- 
ments with separate 
accounts, also would ensure 
transparency and fairness of 
treatment, says the commis- 
sion. In cases of abuse, it 
would have the power to 
force recalcitrant states to 
open their markets. 

Another potential obstacle 
to wider competition is THib- 
lic service clauses”. These 
allow- governments to pro- 
tect domestic power markets 



if the introduction of greater 
competition can be shown to 
conflict with environmental 
needs or pose a threat to 
security of supply. 

Transitional arrangements 
proposed to protect German 
and- Spanish' 'coal markets 
would permit the state to 


provide incentives to coal 
burning generators. Britain, 
similarly is considering mea- 
sures to protect what is left 
of its coal industry. 

Consumer groups and 
environmentalists are con- 
- cerned that arrangements to 
protect coal could lead to 


dirtier and more expensive 
power generation. 

British officials are just as 
concerned about developing 
fair competition. They have 
complained to the European 
Commission about the level 
of state aid paid to German 
and Spanish coal producers 


which they say is under-cut- 
ting prices and inhibiting 
British exports. 

The different country 
approaches to implementing 
the directive will lead to a 
multi-track European elec- 
tricity market according to 
Simon Allen world energy 


partner at accountants Price 
Waterhouse. “Our research 
has found that more than 
half the utility executives 
across Europe, and particu- 
larly in the Netherlands, 
Italy. Germany, Ireland and 
Austria, believe that compe- 
tition will be strong for large 
customers." he says. 

Liberalised markets, such 
as Britain and Scandinavia, 
will offer greater competi- 
tion while in countries such 
as France the state con- 
trolled EdF will continue to 
dominate the market. 

Mast customers, outside 
the UK, will continue to be 
supplied by their state 
owned national, regional or 
municipal suppliers which 
will continue to control dis- 
tribution networks. 

As an interim measure, 
Germany is allowing its hun- 
dreds of municipally con- 
trolled local monopoly dis- 
tributors to adopt single 
buyer status in a move 
which will make it difficult 
for competitors to break into 
these local markets. 

But. the directive has 
opened a doorway to compe- 
tition that can only get 
wider, according to Bob Tur- 
goose. specialist on liberali- 
sing energy markets at Price 
Waterhouse. "Pressures 
from eligible customers may 
prove more powerful than 
the reluctance to embrace 
rapid liberalisation that 
characterises many govern- 
ments and utilities. ” he says. 

Mr Turgoose expects mul- 
tinational companies to use 
their purchasing power to 
negotiate agreements cover- 
ing all of their European 
operations. Utilities, as a 
result, "will have to become 
international suppliers if 
they are not to lose the 

Continued on Page 2 


We bring energy to life. 


• y - 

Locked away beneath the surface of the Earth, there is an 
supply of clean, efficient energy. 

That energy is natural gas. v. 

It is our business at 8G to harness that energy, anc release its potential. 



Wo discover and explore the natural gas fields, 'we pi oduce 

We store it. We transport it. And we.pipe it to homes and busines^^- 

We're exporting our skills and forming international partnerships. ^ 

And all the time we're doing one of- the most vital, and one oi the 
most satisfying jobs in the world. - \..y ; ; 

f -• . •• ■: 

Bringing energy to life.. : ^ - - '• v- 





wvv'vv.&GDicccm - 




''’ll 


% \ 




to bfe 

■ % -Tty! 




tmveamsvs: .-.s..,' .a* vsr jsr 


■w- 






. A 




ii 


i 










II 


. • •• ! » * 


FINANCIAL. TIMES THURSDAY APRIL 16 1998 


c.v.-'V. 



Electricity: deregulation 


UK • by Andrew Taylor 


No tightening of 
reins of power 


The first of three 
reviews has left 
the way open for 
farther 
liberalisation 

Odl* down, two to ifo. The 
first of three crucial reviews, 
expected to reshape competi- 
tion in the UK electricity 
market, has been published 
without imposing restric- 
tions which would inhibit 
further liberalisation. 

Instead, the government's 
consultation paper on 
reforming utility regulation, 
is expected to stimulate a 
new round of takeover activ- 
ity as electricity supply com- 
panies and others seek to 
consolidate their position in 
the sector. 

Still looming are separate 
reviews of the country's fuel 
and electricity pricing poli- 
cies. the outcomes of which 
will have a critical bearing 
on the role of the country's 
largest generators. 

The Department of Trade 
and Industry and Professor 
Stephen Littlechild, the 
industry regulator, are 
investigating the operation 
of the wholesale electricity 
market in England and 
Wales. 

Large industrial and com- 
mercial customers claim 
that the operation of the 
•pool" unfairly favours the 
two biggest generators. 
National Power and Power- 
Gen. 

Government, meanwhile, 
is considering whether a 
coal quota should be 
imposed on generators, to 
protect British mining jobs 
and prevent over-dependence 
on natural gas as a power 
station fuel. 

The outcome oF bath of 
these reviews will be partic- 
ularly important to National 
Power and PuwerGen. which 
have a combined 10 per cent 
of the generating market 


and are the two heaviest 
coal burners. 

A moratorium has been 
imposed on the construction 
nf further gas fired power 
stations, favoured by smaller 
independent producers, until 
Hie fuel review is completed 
later this spring. They claim 
that a coal quota would 
unfairly restrict competition. 

One potential hurdle to 
competition, however, has 
been cleared. The govern- 
ment's cons illation paper on 
reforming utility regulation, 
published last month, con- 
tained few proposals to 
alarm generators or suppli- 
ers. 

Most importantly, the cur- 
rent retail pricing mecha- 
nism of RPI minus X - with 
X determined by the indus- 
try regulator - is likely to 
remain in place. Proposals to 
prevent companies from 
making "excessive profits" 
by imposing a profits cap 
were watered down follow- 
ing opposition from the 
Treasury. 

The paper, in the event, 
urged utility regulators to 
develop mechanisms to 
sluye excess profits when 
companies had "deliberately 
misled Uie regulator by pro- 
viding incomplete or inaccu- 
rate information". 

The companies also might 
have to share big profit 
increases with consumers 
when they have benefited 
from factors outside their 
control, sucb as sharply fall- 
ing fuel prices, says Mar- 
garet Beckett, industry sec- 
retary. 

City analysts describe the 
proposals as "limp" and the 
"dog that didn’t bark". They 
point out that most of the 
profit controlling mecha- 
nisms proposed by the green 
paper are already available 
to regulators. 

"The green paper proposes 
refinements to the current 
regulatory structure but 
llttk* significant change." 


says Nick Pink, utilities ana- 
lyst with SBC Warburg Dil- 
lon Read. 

The most radical proposal, 
says Pink, is to separate the 
supply and distribution ele- 
ments of electricity licences 
which will encourage a new 
round of takeovers and joint 
ventures as companies seek 
to strengthen their position 
in the mar ket. 

Mark S pel man, global 
bead of strategy for utilities 
at Andersen Consulting, 
believes the separation of 
distribution businesses - 
operating the wires - from 
the buying of and selling of 
electricity to customers will 
allow companies to unbun- 
dle and sell unwanted parts 
of their operations. 

Several US owners of UK 
electricity companies 
angered by last year's gov- 
ernment decision to impose 
a windfall tax and disen- 
chanted by the low margins 
on electricity supply, are 
understood to be considering 
selling this side of their 
operadons. 

Top of the sellers’ list Is 
thought to be the Atlanta- 
based Southern group which 
is reported to be willing to 
dispose of all, or part, of 
South West Electricity for 
which it paid £l.lbn in 1995. 

Spelman envisages the 
electricity industry reshap- 
ing around three distinct 
groups with some companies 
appearing in different sec- 
tors of the market 

• The supply market is 
likely to consolidate around 
three or four large compa- 
nies, each with about 4m-5m 
customers selling a range of 
utility services including gas 
and water. This list is likely 
to include Eastern. United 
Utilities. Scottish Power and 
British Gas. 

• A second grouping would 
include companies such as 
Hyder, Powergen and 
National Power which would 
seek to sell their design and 
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engineering skills in utility 
sectors in the UK and over- 
seas. 

• The third grouping would 
in clude vertically integrated 
operators involved in gener- 
ation, distribution and sup- 
ply. such as Powergen and 
Eastern. 

Gilbert Toppin. head of the 
utilities practice at Datattte 
Consulting, says the move 
towards "multi-utilities" is 
already well established as 
increased use of gas as a fuel 
"has started a convergence 
of the electricity and gas 
markets". 

The opening of industrial 
and domestic gas markets to 
competition has allowed 
electricity companies to start 
selling gas. Eastern Electric- 
ity has been particularly 
aggressive and is now the 
country's second largest 
seller of gas to the domestic 
market, behind British Gas. 

With almost 19m custom- 
ers, Centrica, which trades 
as British Gas. is another 
large group seeking to 
expand its product range. It 
has signed up more than 
15,000 potential electricity 
customers. 


Beetle 


"Some regional electricity 
companies have taken the 
convergence of gas and elec- 
tricity supply one stage fur- 
ther by merging with water 
operations," says Toppin. 

Norweb has joined farces 
with North West Water to 
create United Utilities; 
Hyder was created by merg- 
ing Welsh Water and Swalec 
Scottish Power, the Scottish 
electricity and gas supplier, 
also owns Manweb the 


C riEoasy 


Cheshire and north Wales 
electricity supplier and 
Southern Water. 

Size, sayB Ed Wallis, chair- 
man of PowerGen, is impor- 
tant "If companies want to 
be considered for large inter- 
national prefects, they must 
have big healthy balance 
sheets." 

The generator, one of the 
first independent power pro- 
ducers in India, has made no 
secret of Its desire to pur- 
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chas e a regional electricity 
distribution and supply com- 
pany, as soon as it is allowed 
by British authorities. 

British retailers and finan- 
cial services companies have 
also been showing interest 
in the large customer supply 
bases of electricity, gas and 
water utilities. 

The Automobile Associa- 
tion last year formed a mar- 
keting alliance with Scottish 
Power while Tesco recently 
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The world of 
energy information 
at your fingertips 

In the increasingly competitive world of energy the need 
for reliable information is greater than ever. Over the past 
20 years FT Energy has become recognised as the foremost 
provider of information to the international energy* industries. 
Our reputation for accurate, comprehensive reporting and 
informed comment is second to none. 

FT Energy produces a wide range of high value, top quality 
newsletters, management reports and directories serving all 
sectors of the energy industry, including: 

• Power 

• Oil and Gas 
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Each publication is written and edited by an acknowledged 
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comment and analysis not available elsewhere. 
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Some 25m 
domestic users 
are still waiting 
for freedom of 
choice 

Plans for the UK electricity 
market to open to competi- 
tion' this April for the coun- 
try’s 25m domestic custom- 
ers :have . "hit. - teething- 
problems and have been put 
back until September. 

The five month delay 
reflects difficulties in devel- 
oping the sophisticated com- 
puter software needed for 
customers to switch easily 
between suppliers. . 

Company computers need 
to talk to each other if confu- 
sion is not to reign. Electric- 
ity companies losing custom- 
ers wiD want to make sure 
that outstanding bills have 
been paid while customers 
need to have meters read to 
ensure that they are not 
over-paying their old sup- 
plier or their new one. 


There has been criticism 
that electricity companies 

have not sought a c ommo n 
approach but have tried to 
develop individual software 
solutions. There are also sus- 
picions of foot-dragging. 

Gas suppliers, who are 
already competing with elec- 
tricity companies for domes- 
tic gas contracts, are particu- 
larly angered by the delay. 

. Roy GajfflgfftgtieS execu- 
tive of Cfentnca.'the indus- 
try's biggest: supplier which 
trades as British Gas. says: 
"Nobody who- has partici- 
pated in this issue has 
emerged with any: credit. 
The performance *pf the 
regional electricity ^compa- 
nies is nothing short of dis- 
graceful." i 

Some 5$00 of* Britain’s 
largest companies; using 
more than l megawatt of 
electricity a year, have been 
able to choose their supplier 
since 1990. Another 50.000 
using 100 kilowatts a year 
have had the sarne freedom 
since 1994. 


The final phase of opening 
up the market for domestic 
customers is due to be com- 
pleted by June next year and 
by next March for small 
businesses. 

All domestic gas custom- 
ers will be able to choose 
their supplier by the end of 

next mnnth 

The introduction of compe- 
tition for domestic users, 
however, has not been with- 
out its problems. 

The Gas Consumer Coun- 
cil reported an "unprece- 
dented” surge in complaints 
in January from customers 
“encountering problems dur- 
ing the process of changing 
their gas supplier". 

They included grievances 
over delays in opening and 
closing accounts, unauthor- 
ised transfers from old sup- 
pliers and unethical sales 
techniques. 

John Battle, energy minis - 
tor, warns that he will con- 
sider taking action if indus- 
try regulators fail to control 
the doorstep sailing methods 


of gas and electricity suppli- 
ers. “I do not want to see In 
electricity a repeat of the 
marketing problems in the 
domestic gas market Abuses 
will not be tolerated." he 
says. 

Ofgas, the gas industry 
regulator, has so far investi- 
gated two electricity supply 
companies - Eastern and 
Northern Electricity - fol- 
lowing complaints over door- 
step selling practices. 

Competition will remain 
fierce as former monopoly 
gas and electricity compa- 
nies battle for market share. 
New software systems also 
will take time to bed-in. 
Most anaylysts expect elec- 
tricity and gas markets to 
settle around three or four 
large companies each sup- 
plying about 4m-5m custom- 
ers with a range of utility 
services. In the meantime 
consumers can expect a lot 
of excitement and confusion 
as they seek to cut bills by 
plaiting one supplier off 
against another. 
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Lights go on across Europe 


Continued from Page l 
large customers in their 
home territories”, he rea- 
sons. 

Big electricity companies^ 
such as EdP in France, Ima- 
tran Voima (IVO) Of Finland, 
Vattenfall of Sweden, EWE 
of Germany, PowerGen of 
the UK. Electrabel of Bel- 
gium and Endesa of Spain, 
are looking to spread their 
wings abroad, in the EU 
in other countries. 

EdF recently set the Aus- 
trian dovecote aflutter when 
it purchased a 25 per cent 
stake In Energie Steiermark 
(Estag) from the province of 
Stelre n nark. A second prov- 
ince’s plans to pr iva t i se its 
electricity company were 
subsequently suspended. 

Edfs European invest- 
ments also Include a 29 per 
cent stake in a combined 
cycle gas plant, Puertnllano, 
in central Spain in pa rtner - 
ship with Endesa Iber- 
drola the Spanish ufflititm 

RWE, the Frankfurt-based 
utility is currently favourite 
to take a 4J5 per cent strate- 


gic stake in EDP the Port- 
guese state controlled elec- 
tricity company. 

Another potential Euro- 
pean predator is Tractebel, 
the Belgian group which 
owns 39 per cent of Electra- 
bel, the country’s largest 
electricity producer. 

Tractebel, which controls 
more than 11,000 MW of 
capacity in 16 countries out- 
side of Belgium, almost as 
much as Electrabel owns 
inside Belgium, would like 
to merge with Electrabel 

Tractebel itself is con- 
trolled by Suez-Lyonnaise of 
France and a deal with Elec- 
trabel would mean diluting 
the Suez Lyonnaise stake to 
less than 50 per cent 

Governments in countries 
such as Austria and the 
Netherlands are fearful of a 
foreign invasion into local 
power markets. 

I vo of Finland and Vatten- 
fall of Sweden have been 
very active with Ivo recently 
increasing its controlling 
interest in the Swedish 
uitflty Gnllspangskraft. 


IVO was recently chosen 
by the Irish gove rnmen t to 
build the first independently 
operated power station in 
that country. 

Large groups, such as IVO. 
encouraged by governments, 
are looking to create multi- 
utilities by merging with 
other oil and gas groups, 
leaving them with powerful 
balance sheets to pursue 
interests abroad. 

IVO. supported by Fin- 
land's trade and industry 
ministry, is planning to 
marge its power generation 
activities with Neste, the 
Finnish oil and petrochemi- 
cals group. 

Italian authorities are 
looking at ways in which 
Enel the state electricity 
company and ENT the state- 
controlled cal and gas con- 
glomerate might collaborate. 

Enron, the US energy 
group and a grow in g inde- 
pendent power producer In 
European markets, is one of 
several US groups which 
have formed joint ventures 
with Enel as the Italian mar- 


ket tentatively begins to 
open to competition. 

But liberalisation may be 
impeded by authorities 
Already nervous at the pros- 
pect of foreign takeovers of 
their power industry. 

The Netherlands, for 
example, has proposed a 
plan to merge the countries 
four biggest electricity pro- 
ducers - EPON, Epz, EZH 
and UNA - into a single, 
large company Grootschalig 
Products Bedrijf (GBP), to 
compete with larger French , 
Belgian and German rivals. 

Governments in Austria 
and Denmark have not been 
above placing obstacles in 
the way of foreign invest- 
ment in local power produc- 
ers. 

Pressure on public sector 
finances, however, means 
that the move towards 
greater privatisation and 
competition, although ft may 
be fra gment ed and slow at 
first, is likely to gain 
momentum. The larger gen- 
erators are already Jockeying 
to improve their positdon. 
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anno unced a deal with Nor- 
web to give loyalty card 
points for gas payments. . . 

J Sainsbury, the supermar- 
ket group, and the financial 
services arms of Virgin and 
Halifax are also thought to 
be interested in forming 
marketing alliances with 
utilities. 

Banters and lawyers must 
be licking their Ups at the 
prospect of yet more large 
fees. 
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Electricity: fuel 


NUCLEAR • by Stefan Waastvl 


Enduring power of survival 


The need to meet 
emissions targets 
may see the 
industry 
rehabilitated 

Some 17 years after a refer- 
endum vote to abandon 
nuclear power, the Swedish 
government has ordered the 
closure, in July, of the first 
of its 12 reactors. But, even 
at this late stage, there are 
complications. Sydkraft, the 
power company which oper- 
ates the reactor, . has 
appealed to Brussels arguing 
that the closure order flouts- 
European Union competition 
law by giving unfair advan- 
tage to Vatte nfall, the state- 
owned power generator. 

The argument highlights 
the difficulties in implement- 
ing policy changes in the EU 
in the sensitive field of 
nuclear power. The opposing 
forces of the supporters and 
opponents of nuclear energy 
are ranged against each 
other in attitudes of mutual 
suspicion. Just as the indus- 


try finds it almost impossi- 
ble to .advance by bunding 
new reactors, so its critics 
have an equally hard time 
reversing past developments. 
An uneasy status quo per- 
sists. 

- Sweden is a special case, 
hi the industry's heyday in 
the 1960s and 1970s, the 
country was among the most 
enthusiastic proponents of 
nuclear energy and allowed 
the industry to expand to 
the point where it supplies 
fully 50 per cent of its elec- 
tricity. 

But the very strength of 
the pro-nuclear lobby gener- 
ated a powerful counterforce 
which resulted in the 1980 
referendum. And. six years 
before the Chernobyl fire. 
Swedes voted to abandon 
nuclear power by 2010. 

And the arguments which 
rage in Sweden are familiar 
in most European countries 
with the protests the indus- 
try generated reaching a cre- 
scendo in the aftermath of 
Chernobyl. 

Opposition is less vocal in 
the 1990s than it was in the 


COAL • by Andrew Taylor 


* Treading 
warily in the 
mines field 


Governments are 
digging in in a 
Europe-wide 
battle over 
subsidies 

Britain is talking tough on 
coal. Ministers say they are 
considering blocking subsi- 
dised continental European 
imports as part of a package 
of measures to protect what 
is left of the country's nfin- 
ing industry. 

They fear that efforts to 
establish a core market for 
British coal among domestic 
electricity generators could 
be neutralised if imports 
from heavily protected conti- 
nental producers are sucked 
in instead. 

British coal industry offi- 
cials have warned that as 
many as seven pits, and 5000 
jobs, could be lost when con- 
cessionary coal contracts 
negotiated with domestic 
generators end in July. 

Geoffrey Robinson, the 
paymaster general, is consid- 
ering a range of options, to 
assist the industry to replace 
these orders. A moratorium 
has been imposed on con- 
struction of gas-fired power 
stations while government 
conducts a review of fuel 
policy. 

Possible solutions include 
imposing a coal quota on 
electricity generators, 
restricting permits for new 
gas-fired power stations or 
limiting further open-cast 
c oal mining . 

More likely is that govern- 
ment will seek to provide a 
“base-load" market? for the 
UK as part of a review of the 
country's complex wholesale 
electricity trading arrange- 
ments. known as the pooL 

The degree and type of 
assistance being considered 
may be different but the 
British government. like its 
German ^nd Spanish coun- 
terparts, seems likely to pro- 
vide some form of support 
for a politically sensitive, 

deep-mined coal industry in 

long-term decline. 

Deep mines, where coal is 
difficult to extricate, com- 
pete against natural gas and 
nuclear power generation 
but also with the large open- 
cast coal exporters, such as 
the US. Australia, Indonesia 
and Columbia. Environmen- 
tal pressures also threaten 
high sulphur content coals, 
such as in the UK. 

British hackles, however, 
have been raised by the 
scale of the measures taken 
by European governments to 
protect their mining indus- 
tries which John Battle, 
energy minister, blames lor 
blocking British exports. 

“British mines, whose pro- 
duction costs, can be one 
third of continental Euro- 
pean costs, face closure due 
to a lack of martlets while 
heavily subsidised mines, 
particularly In Germany and 
Spain, continue to operate." 
ha -says. 

Britain has lodged a for- 
mal complaint against the 
state -assistance given to 
Spanish ' mines with the 
European Commission and 
is now setting its sights on 
German subsidies expected 


to amount to more than £Sbn 
this year. 

It has also written to the 
Commission raising British 
concerns about the financial 
arrangements of the planned 
merger between Ruhrkohle 
Bergbau, Saarbergwerke and 
Preossag Anthrazit which 
will create a single German 
coal mining company, Deut- 
sche Stein kohle. 

Questions surround the. 
transparency of. accounts in 
the new coal giant and the 
potential difficulty of tracing 
state aid, as well as fears 
over the economic weight of 
the merged enterprise. 

Officials want to ensure 
there is no illegal subsidy in 
the symbolic 1 Deutsche-, 
mark price 'Ruhrkohle is 
paying for the Saarberg- 
werke assets, owned jointly 
by the federal government 
and the region of Saarland. 

Gnenter Rexrodt German 
Economics Minister, dis- 
misses the British protests. 

“The British government' 
is apparently reluctant to 
award new subsidies. 'But it 
cannot expect German tax 
payers to save British jobs at 
the expense of German 
ones,” he says. 

“The real reason for the 
British coal industry's prob- 
lems is that the privatised 
coal sector cannot even com- 
pete In its own market 
against gas and imported 

coaL” 

Attempts by authorities to 
reduce state aid have proved 
to be problematic. Helmut 
Kohl, the German Chancel- 
lor, was forced last year to. 
modify plans to phase out 
subsidies by 2005 after min- 
ers from the Ruhr and Saar 
coal belts laid siege to 
Bonn’s government quarter. 

The ex tent of cuts in the 
earlier years of the proi?; 
gramme were substantially 
reduced with the result that 
subsidies of DM9-25bn 
(£3.05bn) this year will fell 
only to DM&5bn by the turn 
of the century. 

Gerhard Neip, president of 

the German Coal Mining 

Association and chairman of 
Ruhrkohle. says reduced 
subsidies . will lead to sub- 
stantial job losses as pits are 
forced to close. The industry 
has estimated that its work- 
force will fall from current 
levels of 76,000 to about 
52,000 by 2002. 

Job losses will also take 
place in Spain where a 
revised plan to cut output at 
the state owned Htmosa and 
Minas de Figaredo compa- 
nies was only agreed in Jan- 
uary after a violent one- 
month strike in the northern 
Asturias coalfield. 

The proposals call for a . 
reduction in employees from 
9,800 to 6.500 by 2001- P* 
government originally set a 
target of 7,000, which the EC 
demanded be lowered to 

* Amual coal production is 
to be lowered to not more 
than i.8m tonnes compared 
with current output of ^^m 
tonnes and an original Span- 
ish target of t»m» 
The EC has insisted output 
be cut to 14m toxmej. 
problems of what to do 

SS, as the British are 

finding, will not go away. 


19808. Nuclear generators in 
France and the UK have 
even dared to pat their 
heads above the parapets 
with television advertise- 
ments promoting nuclear 
power. Equipment manufac- 
turers - notably Siemens in 
Germany and Framatome in 
France - have talked a little 
mare publicly than before 
about a new generation reac- 
tor - the European pressur- 
ised water reactor (EPRJ - 
planned to come on stream 
when existing plants become 
too dd to run. 

Nevertheless, anti-nuclear 
lobby groups watch the 
industry like hawks. For 
example. In the UK the gov- 
ernment has been unable to 
settle upon a permanent 
solution for the disposal of 
nuclear waste at the process- 
ing plant run at Sellafield by 
British Nuclear Fuels, the 
state-owned ftiel and waste 
processor. In Germany, pro- 
testors seek to block rail 
transports of nuclear fuel In 
France, the public's tradi- 
tional faith in the quality of 
French nuclear power has 


been disturbed by a contro- 
versial report, published in 
the British Medical Journal 
last year, suggesting that 
children who visited beaches 
near the vast fuel processing 
plant at La Hague, near 
Cherbourg, northern France, 
were more likely to develop 
leukaemia than those who 
did not The report's findings 
are disputed, not least by the 
industry, but' the damage to 
public confidence has been 
done. 

Notwithstanding Sweden's 
efforts to close reactors, the 
industry is too big to be 
wished away, as some of its 
critics would want. About 
140 reactors produce about a 
third of the EU’s electricity. 
It employs about 400,000 
workers, many highly skilled 
and well paid. 

However, the industry can 
only hope to grow signifi- 
cantly from this base with a 
shift in public sentiment on 
a scale which, today, seems 
unlikely but is not entirely 
nn hnag i n eable. 

Firstly, as existing plants 
age, the industry will face 


choices between closures 
and modernisations. The 
industry’s critics might well 
prefer closures but. Is some 
cases, they might be per- 
suaded that modernisation, 
including the latest monitor- 
ing and safety equipment, 
could be a better option than 
confronting the envtromen- 
tal challenges of decommis- 
sioning. 

Plants built in the 1960s 
are already approaching the 
end of their working lives, 
although these can be 
extended through refits. But 
the issue will become 
increasingly urgent in the 
years 2005-2015 when reac- 
tors built In the peak years 
of the 1970s and early 1960s 
are due to reach the end of 
their design lives. 

The second current run- 
ning in the industry's favour 
is, paradoxically, concern 
about the emiroment. The 
pressure to reduce carbon 
dioxide emissions out of fear 
about global warming is 
pushing governments to 
seek alternatives to burning 
fossil fuels. But few of the 



Long future; cfisBwd, mistrusted and much-needed, nuclear power mH not fade away 


more enviromentally- 
friendly technologies - such 
as solar or wind power - 
have yet demonstrated they 
can make anything more 
than a marginal contribu- 
tion. 

Nuclear power produces 
very toxic wastes but no CO. 
emissions. The European 
Commission calculates that 
existing nuclear plants avoid 
the emission of ?OOm tonnes 
a year of CO : which would 
be produced if the same elec- 
tricity were generated using 
the mix of fossil fuels cur- 
rently employed. 


The EU has set a target of 
a 15 prt- cent reduction in 
greenhouse gas emissions 
trora 1990 levels by 2010. It 
has not specified how the 
targets could be reached lei 
alone detailed the role which 
nuclear power might play. 
However, it is hard In envis- 
age how the targets could he 
reached without preserving, 
if not enhancing, nuclear 
energy output. 

With the British Labour 
government and the Social- 
ists in France both claiming 
to be more "green" than 
their predecessors they ary 


unlikely to hecome ardent 
nuclear enthusiasts. H the 
opposition Social Democratic 
Party wins the elections due 
in Germany later this year, 
they. too. are expected to 
have a greener hue than the 
current administration. The 
SPD h;is, in the past, com- 
mitted itself to a phased abo- 
lition of nuclear |wwer. 

So. even ir the nuclear 
industry' Ins a stronger case 
for its future development 
than 10 years ago. the politi- 
cal climate in which it must 
make that case is no easier 
than before. 
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Electricity: European Union 


RENEWABLES « by Michael Peel 


The courage to 
leap into the light 


Political will is 
needed to match 
action to fine 
words across 
Europe 

.Slatr-of-the-art hardware sits 

incongruously with the uni- 
formity ul‘ l lie desort at the 
renewable energy develop- 
ment renin* In Tenerife. The 
s«m|\ tsully which serves as 
•i iti’inrinslmtion area is lit- 
lerml with distorting mir- 
rors. gleaming silver solar 
italics and wind turbines 
resembling space capsules. 

This • ullage of technology 
in i he Wilderness represents 
well Mil- position of renew- 
able eneruv ui Europe. Less 
iii:>ti ri }H?r rent of the energy 
runsumrd in the European 
Union is genera ti>d from sus- 
i.iuuible sources. And most 
iov t-rnmculs have given 
little financial or legislative 
•iii Miinigemenr to the devel- 
opment of renewable meth- 
oris nf energy generation. 

I'nliLictaus. who think of 
renewable*; as a risky Invest- 
Rienl and a marginal source 
i.f energy, are unlikely to 
rliai'iic their minds as 
Emilies electricity markets 
■ j|h*ii to competition next 
yujr. 

Although many govern- 
■UMits .irbiiowledpe that 
investment ill renewable 
energy can bring long-term 
ecL-nomlc. social and envi- 
•uiuneillal benefits, deregu- 
lauon obliges companies to 
ctiiwemRile nil cost-cutting 
t other than planning the 
development of alternative 
methods of power genera- 

•riFii. 

Then* are signs in the UK 
that this process lias already 
begun. A recent Financial 
Times survey revealed that 
oiily i wo o> the 1-1 regional 
c'-viricily distribution com- 
j 1 . 1 ! in-* life -red special prices 
rur electricity generated 
lii-m uivu.ible sources. 


Hie corporate, policy con- 
trasts with the attitude of 
the European parliament, 
which last year set out a 
strategy to double renewable 
energy usage by 2010 via an 
increase in total energy 
investment of SO per cent, or 
Ecu7«Llbn. 

The European Commission 
sees renewable energy as an 
essential part of Europe's 
effort to achieve the reduc- 
tions in greenhoiise gas 
emissions agreed at the cli- 
mate conference in Kyoto In 
December. 

The par liame nt envisaged 
a sixteenfold increase in the 
use of wind power, a hun- 
dredfold increase in the use 
of photovoltaics, a threefold 
increase in the use of bio- 
mass and a fjftecnfold 
increase in installed solar 
collectors. It predicted that 
doubling the share of energy 
[ram renewables could lead 
to the creation of an 
EculTbn export business by 
2010 and to the net creation 
of at least 500,000 jobs over 
the same period. 

But there is no sign that 
Europe's energy companies 
are taking particular interest 
in the plan. The parliament's 
target is not legally binding 
and there is little incentive 
for the companies to think 
seriously about their renew- 
able energy strategies. 

Eufores, a lobby group for 
renewable energy, was 
unable to attract a single 
power producer or distribu- 
tor to its conference in the 
Canary Islands in January. 
Without them, as Carlos 
Robles Piquer, president of 
Eufores, conceded: “We are 
preaching the gospel to 
people who already believe 
in the gospel” 

Mr Robles Piquer's biblical 
analogy is appropriate, for 
the widespread adoption of 
renewable energy requires a 
leap of faith which politi- 
cians across Europe do not 
appear prepared to make. 


The predicted benefits of 
renewables, however appeal- 
ing, are all based on com- 
puter models and estimates. 
As John Gummer, former 
UK environment secretary, 
puts ic “It Is an area that Is 
moving very quickly and one 
in which governments can 
loses lot of money if they go 
about ft in the wrong way.” 

Not all countries are as 
cautious as the UK. which 
generates a mere 0.7 per cent 
of its energy from renew- 
ables. Sweden obtains more 
than a quarter of its energy 
from sustainable sources. 

But it is not only political 
unwillingness that has sti- 
fled the development of sus- 
tainable methods of energy 
generation in the UK and 
other northern European 
countries. They have fewer 
natural sources of renewable 
energy - southern Europe 
enjoys more sun and the 
Scandinavian countries can 
harness geothermal energy. 

Densely populated coun- 
tries, such as the UK, are 
also less suited to other 
important methods of renew- 
able energy generation. The 
latest low-noise wind tur- 
bines still hum loudly 
enough to annoy anyone liv- 
ing in the vicinity. Wind 
farms, like hydroelectric 
power stations, are unwel- 
come visual additions to 
undeveloped areas. 

But these effects could be 
mitigated. Wind farms could 
be built offshore. Hydroelec- 
tric power schemes could be 
switched from rivers 
towards wave power projects 
in barren coastal areas. 

But these environmental 
concerns are trivial com- 
pared with the presmng need 
to lower the cost of renew- 
able energy generation. 

An EU-funded study esti- 
mated the following average 
costs for electricity gener- 
ated by renewable methods: 
photovoltaic (PV)3250 Ecu- 
cents per kWh: hydroelectric 



PROFILE 


CtRtetx»Papotit8iB: 



The European BniadV 
affable and quirfiy-spotex 


Christos Papouten*,aEcws 

1 himself a raremomanf of : 
immodesty when tatting. 1 ... 
about Hberalishifon erffibr : 
ElPs energy markets. : : j -*■_ _ 
- After Bum and. 
completion of tbesfagle _=y 
market in goods amt . 

services, the agre e ment s to. 
open EU dectridty.and gas 
.to competition wffl, he :i- ~ 
predicts, be listed a mong ■ 
the most important-:^. I* lr-- 

ac h ievements of the airomt 
Com nosgto iL • 

T reaHy believe 
pieces of legislation were - T 
absolutely essential to. ■ 
completing the tingle 
market,” he snjsjTher' 

were two of the big . 
successes of the : v \ r ,‘‘\ 7 
Commission of [Presideni .f ' 
Jacques] Banter.*: - -7.-V 
An edndntilqr 




Actuate; c o nmas s toner 
-Ctedw Papcutate ' ■■■ 


Although each state Is . 

' hHftaHy n» q irh«d to Open 
foiijyiff percent of fts 
.- marketta competition* 
rising to 33 per cent by 
2803. Mr Papoutsfe says 
Pfwland, fien nm nyand 
Sweden are committed to 
trainin«, lormei advteerto^ opening 100 per cent; the 


the GfreefergovermoMnt ' UK wSlsoon be at lflfl per 
public adtniaistiutkm.nada • ■ cent; Denmark fc 
Greek Socialist MfiFftaOB /. committed to 90 per cent; 


S dnd; Europe’s re newa b l e sector is net growing as It (tight 


8.25; geothermal 7.00; wind 
energy 5.75b biomass 5.50. 
Those rates compare with a 
minimum coat of about 45 
Ecncents per kWh for con- 
ventional power production. 

The costs of generating 
power via PV, wind and bio- 
mass have decreased signifi- 
cantly in recent years. The 
parliament envisages that 
the cost could be lowered 
still further by increasing 
use of renewable energy, due 
to the development of econo- 
mies of scale. 

There are mechanisms 
which could allow this to 
happen even in the context 
of the deregulated el ectricity 
market. Rolf Linkohr. a 
speaker at the Eufores con- 
ference. said private inves- 
tors could pay into an EU- 
wide renewable energy fund 
and receive a premium for 
the electricity produced 
using sustainable methods. 
The investment Would lower 


Our track record is very much like 


Linford Christie’s. 


Consistently brilliant 


Bharat Petroleum has an annual turnover of 
over Rs 1,79.000 million. This makes us 
the second largest public sector oil 
marketing company in India. Our position 
reflects in many things. We 
have been consistently paying 
our dividend since inception. 

Cur share price - a Rs 10 share 
is quoted at Rs 440. And our 
presence in the country-4376 
retail outlets. 1162 LPG 
distributorships, 68 bulk 
depots. S coastal installations. 



FOR YOU, FOREVER 


5 inland installations, 2 lubricant plants and 
a refinery with over 120% capacity utilisation 
for the past four years. What’s more, we 
have even more exciting projects lined up. 

For instance, we have 3 joint 
venture refinery projects, joint 
ventures in LNG and power. We 
also have 3 major cross- 
country pipeline projects. So if 
you are looking at investing or 
doing business with an oil 
company in India, look no 
further than Bharat Petroleum. 


production costs and could 
be targeted at countries 
where renewable energy was 
most expensive. 

But Mr Linkohr acknowl- 
edged that his idea would be 
opposed by power generators 
eager to protect their market 
share from the threat of 
renewable energy producers. 
As several delegates to the 
Eufores conference pointed 
out, the countries which 
have made the greatest prog- 
ress on renewable energy 
have never had influential 
coal or nuclear power indus- 
tries. 

Until national govern- 
ments confront those vested 
interests and make policies 
to support their fine words 
about the need for renewable, 
energy, the pressure to 
deliver power at the lowest 
possible cost seems likely to 
occlude all other consider- 
ations. Renewable energy, 
will remain an insignificant 
contributor to Europe's pro- 
digious energy needs even as 
politicians wring their hands 
in concern at the disastrous 
environmental effects of the 
burning of fossil foals. - 

As Hjalmar Amason, a 
member of the Icelandic par- 
liament. puts it. "Many beau- 
tiful words have been spo- 
ken (about renewable 
energy) but we always come 
to the same conclusion - we 
must do something. But 
what has that come to?” 


years, Mr Pspbtttsbranived 

- sd the Comnrisskmin 
January l995wttfcom a\. '„v 
background tamuxgjrto be 
plunged into one of the - . .. 

. ED'S moat s ensi t ive Vr - 
dossiers. - -• ' vvy ; 

- EneigylflwraHsatma, '- 

under discussion since 
1988, had been staged: by ; 
fmidaineiital differences ; 
between ED states. - - 
Pro-hberalteers, soch as the 
UK, Scandinavia and 
Germany, argued it would 

lead to ebeapm egeggy; 

prices and a moye -' .. i. 
competitive EDtodnttty:-! - 
O pp o ne nt s . lettby France,/ 
argued energy, ipas a- 
strategic resource 


investment and phsahfug, 
too sentitivetobe left to 
market farces. 

Wlthta ift months of - 
taktog office, MrEaponfsfe 
helped steer JBC ministers 


a mbrimiBa percentage of 
Ibdeddd^iiarlutte! ' 
competition ^ but allowing 
those wanting to golurifaer 
to do so. : 

And many ateerate. . - 
already gotog beyond tiie 

aBBBB nxj ^ki^n^ a Ivf, \ 

. *T ant my opUmbiic - 
that the market itedf.wfll / 
make a strong push,” Mr 

Papoutsis says. “I am sme 
thatfry fbeendofthe .... 
century, 50 per cent [of the 
'EU diebidb nafaff will 
be liberalised.” 


■ - Luxembourg to 40 per cent; 
jibe Netherlands to 32 per 
cent. rising to 100 per cent 

br2007; and Spain to SO 
.. . per cenfe again rising to LOO 
. per cent by 2007. 

, The commissioner 
expects the same with gas 
. liberalisation. Ministers 
. reached agreement - still 
to be approved by the 
. European Parliament - last 
:■ December requiring - 
member states to liberalise 
at least 20 per cent of their „ 
markets, rising to 28 per ; 
cent after five years and 33 
: per cent afterlO yens: .■ 

' Gas Bher ^Bsation thnnH . 
in tunubelp reduce . 

. dectririty prices, by . ' 

(diowfnggas^red. . 

. geoeratnES to shop around ' 
for suppHes. And Mr • 

. Tapontsis believes market. : 
' forces wffl'ooce again push 
tbe pace, ctmToanding 
critics who suggested the 
- two agreements were weak 
cnam ro nrises. ~ .. 

“Isold from tbe very 
te^bming, Jet's get an 
agreement; even if it Is only 
fora small opening of the 
market, because market 
forces will themselves force 
a bigger opening,” he says. 

; Aswell as opening the 
EfTs internal maAti to 
competition, the directives 
wfll increase opportunities 
for external producers to 
supply the EU. While this 
poses new challenges for 
EU energy groups, it will 
promote diveratiicaticm of 


ENERGY PRICES * by Frank Gray 


Bleeding self-inflicted 


The oil exporting 
countries’ failure 
to enforce quotas 
is costing them 
dear 

The world's oil industry is to 
a dilemma: according to ana- 
lysis, not since the 1950s 
hare oil prices been so low 
and never has production 
been so high. 

This is taking place 
against an impending reces- 
sion In many As ian naKmw , 
such as Indonesia, South 
Korea and Thailand, and a 
slowing down of economic 
growth in many of the Jead- 
irg? countries of the Organi- 
sation for Economic 
Co-operation and Develop- 
ment (OECD). 

With oil prices having Tost 
roughly half their value in 
the last 18 months - North 
Sea Brent is hovering at 
around $13 per barrel 
against $24 in late 1996 - 
margins have been cut to the 
bone, rendering much oil- 
field development techni- 
cally unprofitable. 

This has added to the woes 
of gas field developers who. 
for years and with Utile suc- 
cess . have been pushing for 
a decoupling of gas prices 
from oil prices in the hope 
that incipient demand for 
gas as toe so-called “fuel of 
the future” would make 
major gas field development 
viable. 

The oil price crisis Is being 
closely watched in Iran, 
where Total of France hopes 
to develop the giant South 
Pars gas field with the help 
of Febooas of Malaysia. 

Equally, watchful glances 
are being crat from Indon- 
esia, where Esso and Mobil 
of the US and Pertamana* 

1 toe Indonesian state oil com- 
pany, are in toe early stages 
of developing the Natuna 
gas fields, the largest in 
Asia. 


(Miami jay „■ . 
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It is estimated the field 
will cost $42bn to fully 
develop and Natuna already 
needs all the luck it can get, 
given that It is saddled with 
high carbon dioxide m u t m t 
gas, which vriQ add to its 
production costs. But, with 
46.7m cubic feet of proven 
and probable reserves, or 41 
per cent of all Indonesia's 
gas reserves, the investment 
should prove worthwhile. 

An fffiriai for pertamina, 
the Indonesian state oD com- 
pany. says that present 
paces mean Natuna is sim- 
ply uneconomical. Fortu- 
nately, full construction does 
not start for another year 
and first output is planned 
for 2003, by which time gas 
prices may have finned np. 

Most analysts agree that 
the crisis stems from a 
self-inflicted wound by the 
Organisation of Petroleum 
Exporting Countries (Opec), 
which has turned a blind eye 
to quota-breaking by mem- 
ber countries, most of them 
in the Middle East, but 
including Venezuela. 

Last November it formally 
lifted quota levels, thereby 
allowing the market to be 
flooded and precipitating the 
current price crisis. 

In an attempt to put the 
brakes on. Opec recently 


agreed to reduce output by 
L24m barrels a day. or 4.7 
per cent of the group's total 
output Opec accounts for 
about 4) per cent of global 
output of more than TQm 
barrels a day. The move was 
reinforced by non-Opec 
members, such as Mexico 
and Norway, which prom- 
ised cuts of 26(U)00 barrels a 
day. 

After a brief bounce- back, 
prices have steadied at low 
levels, suggesting that the 
ofl and gas giants win have 
some timg to wait before 
margins widen. 

This has once again raised 
the question of Opec’s viabil- 
ity as a price-fixing cartel 
with such heavyweight 
members as Saudi Arabia, 
which, at fen barrels a day, 
accounts for nearly 13 per 
tent of global oil production. 
Sheikh Ahmed Zafcl Yamani, 
the former oil minis- 
ter, recently conceded that 
Opec is on the verge of col- 


‘AU that is Tntefitng jg thp 

finishing stroke,” he says, 
adding that the organisation 
has not fully recovered from 
the Mg foil in oil prices 12 
years ago (when Arabian 
light/Dubai tumbled from 
827.53 per barrel to $12.97 per 
barren. 


Sheikh Yamani believes 
that the recent dec ision to 
cut production was not 
enough and that the cutback 
should have been three or 
four times Larger. 

In spite of the savaging of 
the previously high-growth 
Asian market, demand for 
crude will continue to grow, 
reports the International 
Energy Agency, the energy 
arm of the OECD. 

Last year, global demand 
was 73.5m barrels a day. up 
2^ per cent on the previous 
year. The IEA predicts 
this year, demand will 
increase by 2.2 per cent to 
75.1m barrels a day. 

According to the IEA, 
Asia/ Pacific's demand soared 
by 5.1 per cent in 1997 over 
1956 to 18.6m barrels a day, 
just behind that of world 
leader North America at 
20.7m. But the IEA sees 
these figures, excluding 
China, easing to 2.6 per cent 
this year over 1997. 

China, so far having 
escaped the currency col- 
lupses of its neighbours, 
remains at rapid growth 
with a rise in oil demand of 
7.7 per cent anticipated this 
year over 1997. when growth 
soared by 10.1 per cent over 
the previous year. 

“A mild start to the year 
has led to weaker than antic- 
ipated demand in all of the 
large oil-consuming coun- 
tries of the OECD." the IEA 
reports in its latest monthly 
oil report. 

“These downward adjust- 
ments have been somewhat 
offset by a partial realloca- 
tion of Chinese deliveries 
from the latter half of 1997 to 
the first part of 1998 to more 
closely reflect underlying 
demand patterns. Global 
demand is now projected to 
Increase by 1.6m barrels a 
day to 1998 compared with 
L8m barrels a day in 1997.” 
Frank Gray is editor of 
Power to Asia, an FT Energy 
newsletter. 


supply 'sources - akey : .r ; 

element trf EU energy. 
policy, which places a h^h . 

priority on guaranteeing 
security of supply . . - :> - 

Countries, including 
Russia -r already an • ‘ 

important gas supplier to .- 
the EU - have expeessed - /•. 
interest in becoming ’ - 
suppliers of dedricity._ .^ -. 
External gas suppliers, 
such as Ktxssta und Norway, 
initially coacerneA that egsi 
liberalisation threatened to 
disrupt theirrelatiaoswith y 
EU customer countries,- ; •/ . : ; 
have now accepted that the 
agreement is an 
opportunity rather than a 
threat, Mr Papouteis adds. ; 

Liberalised EU ga&and 
electricity market s will • 
also provide opportunities 
for US investors, r- -•' --•-i.- 

“From the strategfcjwtat- > 

. of view, it scrocial not ;, ~ 
only to have good relations' jf 
with existing suppliers tar*, 
also to open other wayg aaT' 
other routes for; • •:'* • ':■/ . '.M 
transportation of miergy, .- ^7 
from other countries '.of thp^‘ ; 
world" Mr Papoutete«*ykJ : 
“The main prmdpleis..\? L 
seeurit}' of supply." 

EU energy libera Iteatfdn: -i» 
reflects a trend towaztor; HiS 
globalisation oT energy : . : 
markets, as demonstrated^* 
by this mouth's first G8 
energy summit In Moscow^ 
While the meeting was • : ■-'J; 
more about debate than "irv- 
deds tou - making . Mr 
Papoutsh suggests “ti» . ‘.t 
important thing was that 
people got tog^her to toD^.-.V 
for ibe first time”. -v "• 

The commissioner wifi -’- ; 
continue efforts to put ^‘ r 
energy at the heart of EU . : 
policy-making. Befafled to" 
attempts to get an “mffltr ; 
chapter” inserted to the : 7? . . 
EtTs Amsterdam treaty last . . 
summer, as the legal base, 
for all future energy policy, 
r which currently relies on - 
a variety of legal bases 
scattered throughout the 
ED treaty. Instead, Mr 
Papoutsis is trying to - '■ ' 
persuade ministers to adopt 
a new energy framework 
prograamm, pulltag 
together all policy strands. 

“It was a mistake not to . 
include an energy chaptor J 
in the treaty,” be says. . 
“En«gy is one of the 
biggest industries, and 
touches every citizen. But ' 
within our limited 
capacities, we must develop 
a mare coherent approach.”' 

Neil Buckley . 
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More than a quarter of the petrol you buy 
S ^-y owes its existence to an idea and to late 
night scribbles in the notebooks of two Mobil 
scientists. They discovered that a synthetic catalyst 
(crystals the size of a speck of flour) could make 
crude oil yield far more petrol than ever before. 
Their breakthrough led to a process that is now 
being used in nearly every major refinery in the 




world. It has saved consumers billions of pounds a 
year and has greatly extended the Earth’s precious 
oil reserves. It has also caused Charles Plank and 
Edward Rosinski, who together hold 159 U.S. patents 
and whose careers epitomise Mobil’s commitment 
to science and technology, to be inducted into 
the U.S. National Inventors Hall of Fame. To learn 
more, visit our Web site at www.mobil.com. 
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Special Features: after Kyoto 




LEGACY • by Leyla Boulton 


Irreversible change in climate 


Doubts remain 
but there are 
signs that the 
world is wanning 
to the task 

The impact of last 
December's Kyoto climate 
change conference will 
unfold for years to come. Its 
repercussions are only just 
beginning to be felt. 

Western governments are 
starting to put together 
plans for achieving the 
greenhouse gas emission 
reduction targets they 
agreed at the December con- 
ference. Businesses are ten- 
tatively counting the costs 
and. in some cases, the bene- 
fits of policies to mitigate 
global warming. 

Hating fought hardest to 
prevent a deal being 
reached, the US car industry 
was the first sector to react 
when agreement was struck, 
in spite of a rear-guard 
attempt by oil-producing 
nations to kill it off. US car- 
makers. trailing initiatives 


announced before Kyoto by 
their Japanese competitors, 
lost no time In stressing 
their plans to develop low 
emission vehicles. 

Households and car-own- 
ers are also increasingly 
hearing how action to curb 
greenhouse gas emissions 
from fossil fuel use might 
affect their lives. 

All this activity has been 
prompted by the legally- 
binding commitments 
at the conference, attended 
by 110 industrialised nations 
to bring emissions below 
1990 levels by 2010. 

The main thrust of action 
will be over fossil fuel use, 
since this Is the main source 
of carbon dioxide, the most 
important greenhouse gas. 

The five other greenhouse 
gases covered by the Kyoto 
protocol are: nitrous oxide 
(from vehicles and Industry); 
methane (from agriculture 
and landfill); and three 
which are used as substi- 
tutes for ozone-destroying 
chlorofluorocarbon gases but 
whose global warming 
potential is up to 20,000 


higher than carbon dioxide. 
Other policies to deal with 
these gases include capping 
emissions from landfill sites 
and encouraging alterna- 
tives to CFCs which make 
no contribution to the green- 
house effect 

The European Union, the 
United States and Japan 
respectively undertook to 
reduce their emissions by 8, 

7 and 6 per cent 

These numbers are bigger 
than they look In so far as 
emissions would normally 
increase with economic 
growth over that period. 

But the EU commitment is 
less Impressive than it seems 
since, within that overall 
target. Individual EU nations 
are to be allowed targets 
which might be as generous 
as a 40 per cent rise for Por- 
tugal and as tough as a is 
per cent cut for the UK 

Australia, which had 
threatened to torpedo the 
deal, got away with an 8 per 
cent increase. Russia, 
Ukraine and Hew Zealand 
were allowed to keep their 
emissions at 1990 levels. 


There are loose ends to be 
tied up and mutual suspi- 
cions to be allayed in the 
wake of Kyoto. For example, 
the deal has no legal force 
until it is ratified by coun- 
tries accounting for at least 
half the world's emissions - 
a process which could taka 
at least two years. 

Meanwhile, the Europeans 
foar that the US will try to 
avoid a painful domestic 
adjustment by buying sur- 
plus emissions from Russia. 
And non-Europeans remain 
resentful of the EU's 
arrangements for meeting 
their collective target 
through differentiated tar- 
gets. The US Senate bas 
warned it will not ratify any 
deal that does not include 
matching commitments for 
big. fast-growing developing 
countries, such as China. 

As part of its attempts to 
assuage Congress, the US 
has yet to sign a UN agree- 
ment allowing developing 
countries voluntarily to 
a«mTnp obligations of their 
own, along with approval for 
an emissions trading system. 


Both items will be on the 
agenda for resolution, at an 
Inter-governmental climate 
change con f erence In Buenos 
Aires in November. 

Despite such reservations, 
it is clear that the Kyoto 
deal is already generating 
momentum for a long-term 
change in energy use: It is 
also set to accelerate the 
speed with which industries 
bring new products to mar- 
ket, aided by government 
incentives to develop thgm 

Despite government assur- 
ances they will avoid damag- 
ing their countries’ competi- 
tivenesss, there are bound to 
be losers and winners from 
the Kyoto process. 

The biggest loss: Is Hkely 
to be tiie coal Industry, the 
most carbon-intensive fossil 
fuel and a relatively easy- 
target. It is so heavily subsi- 
dised that the World Bank 
reckons that phasing out 
German coal Industry subsi- 
dies alone could reduce 
global carbon dioxide emis- 
sions by 1 per cent 

The biggest winners will 
include the green technology 


ami energy efficiency indus- 
tries. The US government 
expects this year to receive 
the go-ahead from Congress 
for a Jflbn package -of 'tax 
breaks and subsidies for 
energy efficiency and new 
technologies which do not 
generate greenhouse - gas 
emissions. And European 
energy ministers will con- 
sider next month an ambi- 
tious blueprint to promote 
renewable energy sources, 
such as wind and solar 
power. It proposes initial' 
government pump-priming . 
of EcnsaObn over H) years. 

One of the most intriguing 
aspects of the Kyoto legacy 
will be the emergence of: a 
global market for carbon 
dioxide emissions. This gives 
companies and countries the 
flexibility to reduce emis- 
sions when, and .as, it is 
most cost-effective for them 
to do so. So excited are its 
proponents that a UN confer- 
ence gathers in London next 
month to try to hammer out 
the rules of the game even 
before the concept is agreed 
at Buenos Aires. 




EmWon pass&ie: less coal, 


i power to the Kyoto protocol ap 


"■'**•** 


EMISSIONS • by Nick Cottam 

Birth of a 
grey market 



Dealing in 
pollution permits 
would be a cheap 
way to meet 
Kyoto targets 

If you can trade on the 
futures market in coffee or 
wheat then why not set up a 
similar system for pollution 
permits? So runs the think- 
ing of the UK-based Advi- 
sory- Committee on Business 
and the Environment whose 
recent paper on climate 
change argues that the City 
of London could become a 
financial centre for environ- 
mental trading. All that 
Britain has to do is take the 
plunge and establish some 
kind of domestic scheme. 

In the woke of Kyoto and a 
climate change protocol that 
establishes the principle of 
emissions trading, govern- 
ments and any number of 
organisations are now trying 
to come up with the ground 
rules fur a workable system. 

Options on the table 
include emissions trading 
within countries and 
between individual polluters 
but the real prize will be a 
system which works well on 
the world stage. 

The strongest arguments 
ui favour uf emissions trad- 
ing - as opposed to more 
regulation, on the one hand, 
and some form of green taxa- 
tion on the other - is that it 
i"i cits less to administer and 
actually provides a commer- 
cial incentive to carry on 
reducing emissions. 

All you need for starters is 
a source uf pollution which 
can be measured and moni- 


monltoring with, clear reduc- 
tion targets and the source 
of the pollution must be 
traceable. 

Add to this the right size 
and shape of market, says 
BA* Joshua, and you have the 
basis to go ahead and trade. 

“The first principle of a 
trading system is that you 
need legally binding limits - , 
all other systems will flow 
from that In the case of the 
Kyoto Protocol people ! 
believe that it will be ratified I 
and are now preparing for 
it." be argues. 

The problems, it seems, 
are in the detail. If a regime 
begins by issuing trading 
permits for carbon, who win 
actually trade: individual 
firms or governments? 

If, as has been suggested 
by the .US, governments are 
allowed to trade with each 
other how will the system 
avoid what is known as “hot 
air trading” and ensure that 
all parties have sufficient 
incentive to reduce actual 
pollution. 

And should an administra- 
tion be charging for initial 
permits or issuing them free 
to existing polluters, a factor 
which could restrict new 
entrants to the market once 
the allocation is complete? 

These, and other, issues 
will be debated at Unctad's 
Emissions Trading Week In 
London in May and then by 
EU Ministers when they 
meet the following mnnth in 
Bonn to decide bow they are 
going to meet Kyoto targets. 

The upshot, believes Tim 
Denne, an economist and 
oxpert in climate change 
with the environmental con- 


lured and it market place or sultancy Environmental 
polluters willing to accept Resources Management. Is 


and trade in permits. 

Assuming such a starting 
point - and we have one 
with a greenhouse gas such 
as carbon - the next step is 
to have legally binding tar- 
gets. such as those which 
li,i\e been introduced as part 
fit the Kyoto Protocol. If 
Kioto targets are ratified 
when the heads of govern- 
ment meet again In Buenos 
Aires in November it now 
serins certain that some 
form uf omissions trading 
will go ahead. 

“We are working towards 
a deadline of sotting up an 
emissions market by the 
year 2IKW.” says Frank 
.lushua, head of greenhouse 
gas omissions trade at the 
United Nations Conference 

on Trade and Development. 

Mr Joshua and his Unctad 
team have spent the last 
seven years exploring the 
options, trying to produce 
workable parameters and 
learning from some of the 
emissions trading success 
stones. 

Among the most promi- 
nent of these bas been the 
l T S Acid Rain Program 
which began in 1995 and 
aims to reduce sulphur diox- 
ide emissions from US power 
stations by more than a halt 
So far the programme Is 
ahpad of target with partici- 
pants reducing compliance 
ousts by up to SO per cent. 

The encouraging progress 
of those involved In the US 
Acid Rain Programme 1& 
based on two key criteria for 
successful emissions trading: 
there must be an established 
regime of regulation and 


that an international system 
of emissions trading will be 
established. 

"In the short-term, you 
may get a certain amount of 
hot air trading but, in the 
long-term, it has to be good 
for the environment. At the 
moment, the cost of meeting 
emissions reduction targets , 
varies hugely between coun- r M f 
tries and setting up some m 

^SSTSSSK lhey wouldn’t hai 

those costs," he says. 

Ideally, believes Denne, •/*»7 lit 

SVffK if they couldn’t 

each other. “In a competitive 
market it is more likely that 
firms, rather than govern- 
ments. will find the least , r 

cost means for emissions 

reductions. Firms can also VfjKZJ/ Ul/I 

predict the price they will 

face while governments may f~\nn 

expose participants to a DrL 

range of policy measures, 
making the cost of reducing 
emissions less predictable." 

A case in point is the UK 
Government’s agonising 
over the coal industry. A 
trading system for carbon 
would almost certainly 
accelerate the industry’s 
decline, leaving the govern- 
ment on the receiving end of 
a considerable amount of 
political fall-out from its own 
supporters. 

But there Is some enthusi- 
asm for a trading solution. 

David Porter, chief executive 
of the Association of Elec- 
tricity Producers, beUleves it 
"would give everyone a good 
deal, from legislators, 

ftrough^pomr producer, to va, a, ABB World Wide Wah ate a ntterf/wvw.aBb.eom 



They wouldn ’t have survived their migration 

if they couldn ’t have stopped at their feeding grounds; 

they couldn’t have stopped if construction 

on a nearby power plant had scared them away; 

the construction wouldn ’t have waited 
if not for the engineers of ABB. 
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Special Features: science & technology 

BIOMASS • by John Madeley 

Light at the end of the tunnel 


Fried chicken: breakfast, complete with the enoiyy to cook it 


Chicken dung 
could be the 
power behind 
21st century 
electricity 

At first sight, and smell, 
poultry litter is hardly the 
stuff to light up the world. 
Rather, it is something to be 
disposed of without too 
much of a fuss. 

But thanks to a new tech- 
nology, the 1,4m trmnpc of 
litter generated in Britain 
each year by the poultry 
industry could become an 
unlikely - and renewable - 
source of electricity. 

When people in parts of 
Britain switch on their 
lights, it could be chickens 
behind the current. And, 
while poultry litter might be 
associated with “dirt”, it is a 
clean fuel to bom. 

Power stations at Flix- 
borough, Humberside and 
Bye in Suffolk, already bum 
poultry litter in conven- 
tional boilers. Now a Chel- 
tenham-based company. 


Agrigen, part of United 
Energy, has devised a pro- 
cess which, it says, is 
cheaper and more effident 

Nejrt year the company 
will begin construction, in 
Northampton, of the first 
biomass power station in 
Britain to use poultry litter 
In a fluidified bed combus- 
tion system. This is a mod- 
em type of boiler that seems 
likely to become popular for 
generating power. 

It has significant advan- 
tages over coal-fired power 
stations and over conven- 
tional boiler systems that 
use hinnmim (plant awd ani- 
mal material). 

The burning of fossil fuels 
emits greenhouse gases 
which contribnte to global 
wanning. Cnal burning 
accounts for more than 40 
per cent of worldwide carbon 
dioxide emissions from fossil 
fuel use. 

Following the Kyoto sum- 
mit on climate change in 
December 1997, EU countries 
are committed to reducing 
emissions of greenhouse 
gases by 8 per cent by 2012. 


Power stations that use bio- 
mass could help. 

The Northampton station 
will cost around £20m and be 
capable of producing up to 
10m megawatts (MW) of elec- 
tricity. This level of electric- 
ity generation can meet the 
needs of around 10,000 
homes. A coal-fired station 
would need to bum 50,000 
tonnes of coal to generate an 
equivalent amount of power. 

The fluidised bed used in 
the process is manufactured 
by Kvaemer Pulping Oy of 
Finland and made up of 
sieved natural sand; this is 
maintained in suspension by 
currents of air forced 
through the bed. The walls, 
roof and Horn- of the boiler 
are made of gas-tight, water- 
cooled panels and the lower 
part of the furnace is lined 
with specially designed light 
cement refractory tiles. The 
tiles help to create an ele- 
vated combustion zone. 

After the sand has been 
heated to around 900 degrees 
Celsius, poultry litter is fed 
into the bed from a hopper 
located above. Light mate- 


rial combusts Instantly on 
contact with the sand parti- 
cles, while heavier material 
is combusted when it falls 
into the bed itself. 

Agrigen says that this dou- 
bie-action results in a much 
larger combustion zone 
“with a high degree of turbu- 
lence and high heat transfer 
rate within the bed, result- 
ing in complete combustion 
of the fuel". About 38 tonnes 
of hot steam an hour will 
result driving a turbine with 
a capacity of 11.6MW gross. 
The final result, it is 
claimed, is “clean" electric- 
ity. 

“Poultry litter is a remark- 
ably clean fuel with signifi- 
cantly lower emissions than 
coal when burnt in a flui- 
dised bed boiler," says Derek 
Howard-Orchard. Agrigen's 
technical director. 

Fluidised bed boilers are 
also better able to cope with 
variations in fuel load while 
maintaining combustion gas 
temperatures, he claims, and 
maintenance costs are low 
because of the lack of mov- 
ing parts and the combus- 
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Last year in South Humber Bank, UK, one of the wqnders of technology 
collided with one of the wonders of nature and something wonderful happened. 

Nature survived. 

The largest combined cycle power plant in Europe was under construction. 

Unfortunately, it was on a site adjacent to a feeding ground for migratory birds. 

Fortunately, the company doing the construction was ABB. You see, ABB is one company 
that’s not only committed to the business of electric power generation, it’s also committed 
to the preservation of the environment. 

And it’s a commitment that stretches from ABB’s senior management 
all the way through to its subcontractors on the construction site. 

Which is why during the months between September and March, 
construction on the plant, which might have alarmed the migrating birds and 
prevented them from feeding, was abruptly stopped. 

The power plant, which is representative of modem power plant technology 
(highly efficient with minimal impact on the surrounding environment), was finished 
only after the birds had completed their annual migration through the area. 

A feet that made English environmentalists very happy. 

Not to mention the birds. 


INGENUITY AT WORK 


ter’s relatively simple con- 
struction. Emissions of com- 
bustion gases will be low, 
says Agrigen, because of the 
efficient combustion process 
-and the relatively low and 
uniform bed temperatures 
compared with other boiler 
systems”. 

About 120,000 tonnes of 
poultry litter from the local 

broiler industry’ will be 
burnt each year at North 
ampton's new station. The 
litter will come from deep 
Utter systems, where hens 
move around on matting 
material in sheds. It is their 
droppings that make the 
malting a valuable waste. 

The litter will comprise 
both poultry manure and 
matting material - either of 
chopped straw, shredded 
paper or wood shavings - 
and also small quantities of 
feathers and feed grain. On 
delivery* to the station, the 
litter will pass through a 
screening process to ensure 
uniform feed size. 

The new station - which 
will be connected to the 
national grid to produce 


electricity for East Midlands 
Electricity - will also have 
spin-off benefits. 

Burning poultry Utter in 
this way will mean that it no 
longer has to be disposed of 
by being spreading on fields 
as a high nitrogen manure. 
This practice can cause a 
double environmental prob- 
lem - when the litter decom- 
poses it generates the green- 
house gas. methane, and it 
can lead to higher levels of 
nitrate In run-off waters. 

Also, the ash residue that 
results from burning the 
poultry litter will be quite 

high - 300 tonnes a week. 
This ash will bo bagged for 
distribution as a phosphate 
rich fertiliser. 

The project is supported 
by a £1.75m grant from the 
European Coram isslnn Ther- 
mie programme, which aims 
to protect the environment 
through improved uses of 
energy One of the condi- 
tions of the EC gram is that 
the station is open to people 
from other countries who 
are interested in starting a 
similar kind of activity. 


Electricity 


Under 

currents 


ASIA 

• Thailand - CMS Energy 
of the US has acquired a 50 
per cent stake in a 300 
megawatt power plant 
under construction in Thai- 
land. The equity is valued 
at $60m and the purchase 
was made from Soon Hua 
Seng (SHS) Group. The pur- 
chase reflects CMS' deter- 
mination to increase its 
activity in Asia. 

The coal-fired cogenera- 
tion plant of two 150MW 
units will sell 60 per cent of 
its power to the state util- 
ity, the Electricity Generat- 
ing Authority of Thailand 
(Egat) under the small 
power producer programme 
aimed at encouraging more 
independent power project 
development in Thailand. 

• Thailand - Egat has 
shaken tip its boardroom 
structure in an effort to 
accelerate Thailand’s infra- 
structure privatisation pro- 
gramme. On March 31. 
eight of u members of the 
board were relieved of their 
positions in a move ordered 
by the Thai cabinet and 
designed to gain support 
for the privatisation pro- 
gramme for the utility. 

A significant figure 
among new board members 
is Piyasvasti Amranaod. 
secretary-general of the 
National Energy Policy 
Office and one of the gov- 
ernment’s chief privatisa- 
tion strategists. 

• India - The New Delhi 
government is considering 
extending its policy of pro- 
viding central government 
"counter-guarantees" for 
independent power pro- 
jects. 

The policy was outlined, 
following the recent elec- 
tion. by Rangarajan 
Kumaramanglam, the new 
power minister- He said the 
government would consider 
such guarantees for large 
hydro and mainly coal-tired 
projects. The counter -guar- 
antee would provide sover- 
eign cover against the 
financial default of any 
Indian state or central gov- 
ernment authority entering 
into an -independent power 

project. 

• Pakistan - The govern- 
ment has served a “prelimi- 
nary notice" that the trou- 
bled Karachi Electricity 
Supply Corporation, the 
utility serving the coun- 
try’s financial and indus- 
trial capital, is np for sale. 

The utility, which the 
government acknowledges 
has suffered from corrup- 
tion and operational Ineffi- 
ciency, has l,735mw of, 
mainly, oil-fired capacity. 
The government is pre- 
pared to sell up to 51 per 
cent of the company. 

• Philippines - Raytheon 
of the US has won STOten In 
contracts to design and 
build a S45MW power facil- 
ity and dam north of 
Manila for San Roque 
Power, a consortium led by 
Marubeni of Japan. Two 
units of Raytheon Engi- 
neers & Constructors will 
handle major parts of the 
Project. Raytheon Engi- 


neers & Constructors will 
be responsible for construc- 
tion and United Engineers 
International, will oversee 
design engineering and 
equipment. The three. 
115MW. hydroelectric units 
will start going on line by 
2003. 

• China - The World 
Bank has approved a $250m 
loan for China’s first stand- 
alone transmission network 
expansion project The pro- 
gramme will boost the effi- 
ciency of supply, through a 
modernisation programme, 
to Shanghai and to three 
neighbouring provinces. 
Anhui. Jiangsu and Zba- 
jiang. 

The Bank says the expan- 
sion will ensure both that 
the new and renovated gen- 
erating stations In the area 
are properly integrated and 
that the growing demand 
in southern coastal areas of 
Jiangsu is met A total of 
1,000km of 500 kilovolt 
transmission Tines will be 
built under the scheme. 

AUSTRALASIA 

• Australia - The start-up 
dale for Australia's 
national electricity market 
is to be delayed until mid- 
May. The national market 
was due to begin March 28 
but the company oversee- 
ing the creation of the new 
grid will instead begin 
stress testing of software 
and management systems. 

The delay follows criti- 
cism of the proposed 
national electricity code by 
the Australian Competition 
and Consumer Commission 
<AGCC) and fears about the 
reliability of generation 
after blackouts in Queens- 
land and in Auckland, New 
Zealand. 

LATIN AMERICA 

• Peru - Shell has post- 
poned its decision on 
whether to go ahead with 
the $3bn Camisea natural 
gas project in Peru. The 
gas-exploitation project, 
involving power transmis- 
sion and on-line gas-fired 
power generating schemes , 
would be one of the largest 
Integrated power projects 
on South, America’s west 
coast 

Camisea had been expec- 
ted to start production at 
the end of 2001. 

Shell's Andrew Vickers, 
prospecting and develop- 
ment spokesman, says the 
delay stems from an analy- 
sis of data obtained from 
drill samples from the Cam- 
isea gas reserves in the 
Amazon jungle. “We 
remain confident that the 
project will proceed, there 
is no doubt about that" 

• Latin America - The 
inter-American Develop- 
ment Bank (IDB) last year 
provided $lbn in loans for 
energy and electricity pro- 
jects In the Latin America/ 
Caribbean region - one- 
sixth of the IDB's total 
lending in the region and 
well ahead of the *30Sm in 
energy loans for 1996- 

Projects Included the 
Bolivia-Brazil natural gas 
pipeline and the American 
electricity grid. 
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Regional Focus: The Caspian Sea 


OVERVIEW • by Cariotta Gail 


Oil starts to calm 
troubled waters 


Old conflicts are 
being settled as 
commercial 
priorities take 
over from politics 

A rusting tanker filled up 
last month with oil at a 
dilapidated jetty on Turk- 
menistan’s Caspian coast Its 
cargo? The first oil from the 
Anglo-American production 
sharing agreement, run by 
Monument OH and Gas and 
Mobil Oil in Turkmenistan, 
across the sea towards west- 
ern markets. 

There was little fanfare 
but the event was another 
milestone for the Caspian 
states fallowing the celebra- 
tion af the first Azeri oil to 
flow out to the west last 
November and the opening 
of a new gas pipeline from 
Turkmenistan to Iran in 
December. The oil and gas 
are moving, and so the big- 
gest handicap faced by the 
region, the lack of export 
routes, is proving manage- 
able. 

AS the 1990s draw to a 
close, the Caspian region is 
looking more secure in its 
fortunes. Tbe turmoil and 
uncertainty of the years 
after the break-up of the 
Soviet Union have largely 
settled down. 

The heady predictions 
about the potential of the 
Caspian basin are also form- 
ing into a more reasonable 
picture - this is no second 
Gulf but something oF a 
North Sea. That it is going to 
be a big producer in the next 
century, there is no doubt 
now. 

There are still many out- 
standing political issues 
between the countries of the 
region, and numerous local 
frustrations, but the reality 
is that foreign companies are 
working and getting their oil 
out successfully. The feeling 
is now that commercial pri- 
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orities will start to lead tbe 
politics. 

1998 will be a critical year, 
many oil executives and gov- 
ernment officials say. There 
are important regional politi- 
cal decisions pending and 
some pressing internal 
issues. One is an agreement 
on the status of the Caspian 
Sea between the five littoral 
states - Russia. Kazakhstan. 
Turkmenistan, Azerbaijan 
and Iran. A recent flurry of 
diplomatic activity has 
raised hopes that a deal will 
be struck this year. 

Another important deci- 
sion, scheduled for the 
autumn, is the route for the 
main pipeline that will carry 
the bulk of the oil from the 
Caspian westwards. Russia 
will lobby bard for a route 
through southern Russia to 
Novorossiisk but the choice 
is heavily weighted towards 
a route south from Baku 
through Georgia to the Turk- 
ish terminal of C-eyhan on 
the Mediterranean coast 

The second route will 
receive a boost when the 
western pipeline from Baku 
to the Georgian terminal. 
Supsa. on the Black Sea 
comes on stream later this 
year. The pipeline will bear 
oil from the Azerbaijan 
international Operating 




Company fAIOC) consortium 
and introduce a competitive 
alternative to the northern 
Russian route. 

Oil executives will be 
watching the results of dril- 
ling carefully, too, this year. 
Recent months have thrown 
up disappointments In Azer- 
baijan’s offshore fields, with 
consortiums drilling in the 
Karabakh and Ashrafi fields 
hitting dry wells or gas 
which, without a pipeline 
network, no one really 
wants. M It gives food for 

thought,” as one foreign dip- 
la mat says. 

Consortiums working off- 
shore in Turkmenistan and 
Kazakhstan waters will also 
start dr illing later this year. 

In the meantime, there are 
enough political changes to 
keep everyone on their toes. 
Armenia has just elected a 
new president and Azerbai- 
jan win go to the polls to 
vdte in a new president in 
October. 

While there is no open 
conflict in the region for the 
first time In nearly a decade, 
the Caucasus remains vola- 
tile. The old conflicts are no 
nearer resolution and even 
an old survivor, such as 
President Eduard Shevard- 
nadze, of Georgia was sub- 
ject to another assassination 
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attempt as recently as Feb- 
ruary. He immediately con- 
nected the attack with the 
oil pipeline being built 
across Georgia which be has 
championed vigorously but 
which is opposed by some in 
Russia. 

Tensions have also been 
rising in Dagestan, the Rus- 
sian republic sandwiched 
between Chechnya and the 
Caspian Sea, as it gears up 
far local leadership elections. 
Dagestan has the highest 
level of political violence of 
any Russian republic and is 
awash with guns and gang- 
sters. 

Chechnya has a new prime 
minister, shamfi Basayev. 
who la hated in Moscow for 
his hostage taking during 
the war, but who is proving 
ready to cut a deal 

There persists a hope that 
oil will prove the lubricator 
for many of the outstanding 
conflicts in the region. 

Russia, for example, has 
shown signs of following its 
commercial interests rather 
than its imperial instincts In 
the region. First Deputy For- 
eign Minister Boris Pastu- 
khov came to Baku last 
month to discuss the issue df 
the status of the Caspian 
and said Russia- was ready to 
accept the sectoral division 


of the Caspian. This would 
divide the sea bed by a 
m edian Hw» equidistant f ro m 
each shore. 

Russia still insists that the 
body of water be common 
property, arguing that fish- 
ing and environmental 
issues have to be handled by 
all the states together. It 
would also give Russian bor- 
der guards the right to 
patrol the entire sea rather 
than just its own section. 

The trend among the other 
countries is simply to get on 
with business- Turkmenistan 
and Azerbaijan are holding 
intensive talks to resolve 
their dispute, over the Kya- 
paz field. While negotiating. 
Turkmenistan has followed 
Azerbaijan's example and 
opened up its afifehore fields 

to frrtpmatinnal tender.- ' - 

Iran may .prevent h deal 
h o tng clinched ttiic year oh 

the status of the Caspian, 
but it also has been hroughf 
in on the Shah Deniz project 
and is making plaiu to 
exploit its own sector. • 

Oil companies are hoping 
for an agreement this year, 
even if only a bilateral deal 
between Azerbaijan, and 
Turkmenistan, which would 
establish some legal cer- 
tainty -and openr fee. wayjor, 
a trans-Caspian pip^ine. 7 


CHECHNYA « by Cariotta Gail 


One development foreign 
companies are not happy 
about however, is the soar- 
ing scale of corruption. In 
Azerbaijan in particular. 
While international oil com T 
panics are used to the prob- 
lem in many other parts of 
the world, in the Azeri capi- 
tal Baku they are starting to 
grumble that “something, 
must be done”. 

Azerbaijan was named the 
fourth most corrupt country 
in the world, after Russia. 
.Ukraine and Nigeria In a 
recent report by the com- 
pany Control Risk. Business- 
men say that it two years 
ago. tbe cost of establishing 
a presence ja Azerbaijan and 
"getting things, done” waa 
$30,000, now the price is 
.fUOJXXL "They , are getting 
greedy." says nne diplomat.’ ' .. 

The corruption is- alien- 
ating foreign companies and, 
as some' Azeris flaunt their Y 
conspicuous wealth with: 
Mercedes 600s and expensivq- • 
suits, aggravating internal 
tensions in a country where 
every seventh person is a 
refugee and many lire below 
the poverty line. - 

1998 will be a test for. Azer- 

hflijan and thp other flareptan 

states as to whether the..: 
golden goose jean layrJt&Y- 


iqAzertraijanitis the first, 
and' virtually the onlyypart 

■ ofcafl. ■*’ •• ' •• • 

: .'With 77,000 employees, 

17 different companies, 
four scientific institutes .. 
and eves kindergartens 
and medical sanatoria. / 
.Socaris a state within a _ 
.state It produces 9m 

- tonnes oFoil and 6bn cubic • 

metres afgasa year, •; , 

tooughthte Is wefl below 
its- potential- 

• ’ Ilham Aliyev, only son of. 
the president of 
Azerbaijan, is first vice 
president alSocar, in 
charge of foreign relations, 
which involves dealing 
with foreign oil companies. 
Azerbaijan has signed 
deals valued at some $30bn 
with foreign companies 
eamfflg tmisbf mfllions of 
dollars in the process,' 

! Company spokesman 
Raffg AbdoJIayer says that 
all the money goes straight 
; towards the qounfry’s : 
budget but Spear’s T\ • 

■ workings gre far front 
transparent. is. 
thought to gua ^t ray. . 

; Y^AHhmg^jSotarhas huge 

■ pota fltial, 'jjtj f af ;f? 

brqkeh-dewn dinosaur. The 1 
' vast worfefmre complain of 

- low salaries- SaidtBagirov, 
whowasheaiofSocar 
when it was formed, says- •> 
that much of ifeetpiipmerit i 


the officexdcoinpfeyv . 
president. Katin AHyev , 
and the Bfisvfork tody 
Sporadically^ . 

' .The comptiW 'Strapped 
in a'time warpliybolly 
owned by the state jt ls . 
bulged to give 4D per bent 
Qf the fuel oil it produces 
'to the national rfebt^Jcity 

generating companies: . - 
• . TheyoweSocar 
ajqvoximatdyflbiiin - 
unpaid bills but since 
electricity and -ga s to t he, 
con sum er are so heavily . 
subsidised they caimpt 
generate the income 
required for repayments. 
Soear only goes along with 
file scam to avoid “a social 
explosion”, spokesman 
Abdullayev says. 

The company is also 
paralysed by tbe need to 
.refer, decisions to the top. 
tittle is decided without 
Azerbaijan's President 
Heydar Aliyev’s 
involvement. Foreign ^oil -• 
execntives complaui of - 
waiting for months for 
deals to be sorted out, 
either because 'of . ’ . •' 
corruptitai ccr because no/ 
one dares to act witimut 
clearance from above. 

Privatisatkm would 
solve many illsi Bagirov ~ ' 
argues,- remo ving Ore dead 
weight ofubfdofitable . 
sedtomandintroduerng 
market dynamics but the * . 
company is resisting. 
Privatisation of some parts 
ofthe company SS - 
sdiedoled for 1999. but . 
Abdnflayev argues the lack 
of casb flow makes it 
Impossible. 

Cariotta Gall 
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With Estonia poLsed to enter die European Union, (he 
potential for an energy grid interconnecting the Baltic 
stales with Scandinavia. Germany. Russia and Poland 
opens up exciting prospects for the power industry: 


Only the bravest 
investors will be 
tempted by a 
region awash with 
oil, and danger 

The Caspian and Caucasus 
regions present oilmen with 
enormous political and geo- 
graphical challenges but 
Chechnya has to be the most 
daunting {dace of afl. 

A tiny, mountainous 
republic where the blood 
fiend is still practised and 
ki dnap pi ng is common, Che- 
chnya is too risky for most 
outsiders. 

- Even mare so since its sav- 
age 21-month war with Rus- 
sia. Chechnya has become 
too difficult for foreign 
investors to handle. It has de 
facto independence after 
kicking out tbe Russian 
army but no country will 
recognise it as an indepen- 
dent state or consider invest- 
ing In the te r rit or y for fear 
of offending Moscow. 

Yet. the rebellious republic 
of just one million people, 
perched half way along tbe 
North Caucasus on Russia's 
southern rim. has its attrac- 
tions. 

It possesses oil reserves of 
its own and a vast ofl. refin- 
ing and pipeline network. 
Not for nothing was the Che- 
chen capital. Grozny, one of 
Hitler’s goals in his push 
across Russia. His army 
came within 100 wifieg of the 
city. 

Nowadays, Chechnya is 
still of vital strategic impor- 
tance, as it lies on tbe route 
of the only working pipeline 
carrying Caspian ofl to west- 
mi markets, from Baku in 
Azerbaijan to the Russian 
Black Sea port of Novoros- 
siisk. 

The oil began flowing song 
| the pipeline test November 
I after long negotiations. 
Some 100,000 barrels a day 
i will pass through this year, 

: rising to 700,000 barrels at 
the peak in 2010. Transpeat 
tariffs alane should help 
Chechnya rebuild its 
destroyed ofl industry in the 
absence of outside help. 

One of the lasting Images 
of the war was the pafl of 
black smoke billowing from 
tbe burning refineries and 
banging over the bombed- 
out city. It seemed the refi- 
neries and oil installations 
were destroyed beyond 
repair. 




Ofl Bract Grozny's burning rafrwr 

Yet, two units of the 
sprawling Lenin refinery on 
tbe west side of the city sur- 
vived and are still working. 
A tangle of blackened and 
newly painted silver pipes 
and funnels, they are turn- 
ing out up to 20.000 tonnes of 
refined products every 
month for sale in Russia. 

Chechnya somehow man- 
aged to export more than lm 
tonnes of off a year during 
the war, mostly from oil 
fields outside the capital 
which escaped tbe fighting, 
and has ccetianed to do so 
since. 

There is business to be 
dime for those who dare. As 
Shamil Basayev, the former 
field commander and now 
Chechen Prime Minister 
says: “He who gets to the 
tree first, picks the plum." 

Mr Basayev has already 
signed preliminary agree- 
ments with several foreign 
operators, although he 
declines to name th«»m. 

He has revealed that a 
British company is looking 
to develop Chechnya’s oil 
business, while an Indian 
company plans to build a 


M symboSsed the war ap 

power station to run on the 
associated gas from the oil 
fields. 

Oob investor who visited 
Grozny’s refinery last Sep- 
tember. is former British 
Conservative party trea- 
surer. Lard MacAlpine 

Together with Khozh- 
Akfamed Nakayev, reputedly 
Chechnya's richest man. 
Lord MacAlpine was 'explor- 
ing the possibility of leasing 
from the government the 
section of the export pipeline 
that crosses Chechnya. The 
plan does not seem to have 
progressed, however. 

Since his appointment as 
head of government in Janu- 
ary, Mr Basayev has 
appointed his younger 
brother, Shirvani Basayev, 
to the powerful post of min- 
ister of fuel and energy and 
dissolved the state oil com- 
pany. The Basayevs’ firm 
hand and generally clean 
reputation could make nego- 
tiating in Chechnya easier. 
A deal with thgm is likely to 
last 

With investment, Chech- 
nya could raise its oil pro- 
duction to 5m tonnes a year. 


says Akhmed Hakimov. who 
beads the national oil pro- 
duction company Grosneft. 
At the peak of production in 
the 1970s* output was 21m 
tonnes but levels fell to iSm 
by 1994, largely because of 
the antiquated Soviet 
machinery and lack of 
investment. 

Chechnya’s plants used to 
refine 20m tonnes of oil a 
year and were the main sup- 
pliers of ail products, includ- 
ing high grade jet fuel to the 
Caucasus region and 
southern Russia. 

Engineers say the coun- 
try's refineries and a chemi- 
cal' plant have largely sur- 
vived and could be brought 
• bade into work. The main . 
dama ge was to three of Groz- 
ny’s power stations and the 
100 storage tanks, most of 
which burnt and now lie in 
molten folds. 

There is -ample evidence 
that the plains of Chechnya 
remain awash in oil. Locals 
dig wells in their back gar- 
dens. some Just 20 feet deep, 
and haul up the ofl in buck- 
ets. They refine It them- 
selves. heating it in a tank 
. sunk in the ground, and sell 
the petrol in big 8-litre jam 
jars on the side of the road. 
They laughingly call it satno- 
gon. the Russian for home 
brew. 

The rebels were never 
short of filed during the war 
thanks to the efforts of the 
homemade refineries hut 
now the government is try- 
ing to stamp out the prac- 
tice. not least because it is 
dangerous and causes pollu- 
tion. 

Harder to control may be 
the men who tap into the 
pipeline bearing Azeri crude 1 
to the Black Sea. Much of 
the pipeline lies under- 
ground and so survived the 
war intact but it surfaces to 
cross the Terek river and 
enterprising robbers have 
siphoned off the ofl In the 
past 

Mr Basayev has guaran- 
teed the security of the pipe- 
line and it is certainly In his 
Interests to keep the oil Qow- 
mg. Chechen officials say it 
is the one Issue where Rus- 
sia’s and Chechnya's inter- 
ests coincide and on which 
they can agree. 

Basayev is also adamant 
that there will be no more 
- war to Chechnya but he pre- 
dicts unrest in neighbouring” 
republics, in particular- 
Dagestan. 
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Liquefied Natural Gas: the Asian fall-out 


Turmoil in its heartland is 
forcing the sector to use its head, 
reports Robert Corzine 

A world of 
opportunity 


The shockwaves from the 
Asian economic crisis are 
passing through an industry 
that, until List year, was one 
of the most cassetted in the 
world. 

Tbe centre of gravity of 
the world's liquefied natural 
gas industry lies in the heaTt 
of the economic troubles in 
the region. For some of the 
most vulnerable countries in 
Ibe area - especially Indon- 
esia. the world's biggest 
I.NC supplier - the export- 
oriented industry offers a 
hard -currency lifeline. 

But the immediate future 
is clouded by the gloomy 
economic outlook in tbe 
mum consuming markets. 
Japan and South Korea. 

If demand in those two 
countries collapses, it could 
unleash a wave of distressed 
cargoes to Europe and Lhe 
l : S. potentially threatening 
the viability of non-Asian 
LNG projects. A deep and 
prolonged economic down- 
turn in Kurea and Japan 
could trigger demands for 
the wholesale rescheduling 
of contracts. 

Such thoughts must seem 
especially alien to the close 
knit Asian LNG industry, 
which has been built on a 
carefully constructed web of 
government political support 
and financial subsidies and 
private sector loans and con- 
struction contracts. 

Under the traditional 
model Japan paid hefty pre- 
miums for long-term LNG 
supplies from Asian-PaciTic 
producers in order to lessen 
ns energy dependence on the 
Middle East. Japanese banks 
lent billions of dollars to 
finance the construction of 
L\'G plants and ships, many 
of which, in turn, were built 
by Japanese shipyards and 
construction companies. 


Once the capital costs 
were paid off. many such 
projects became cash cows 
for their owners. 

South Korea emulated the 
Japanese model in parts, 
although It earned a reputa- 
tion among suppliers for 
being far tougher on price. 

The big question hanging 
over the global LNG indus- 
try is whether tbe cosy 
structure of tbe Asian mar- 
ket will survive the present 
crisis. 

Even before the Aslan 
financial meltdown. LNG 
producers looking to the 
region were facing new 
uncertainties and chal- 
lenges. Too much supply 
Trom proposed extensions of 
existing facilities and new 
plants was being aimed at 
established north east Asian 
markets. 

The Asian slowdown has 
exacerbated the potential 
over-supply. Industry consul- 
tants say the potential sup- 
ply to 2006 is far in excess of 
expected demand, even if 
new markets are opened. 

The Asian economic crisis, 
coupled with low oil prices 
(which filter through to LNG 
contracts), has made produc- 
ers think hard about LNG 
project costs, which have not 
fallen as quickly or as far as 
in other industries. 

Part of the reason is that 
traditional Asian buyers 
were willing to pay for elabo- 
rate systems providing over- 
capacity within plants in 
order to ensure security of 
supply. The high cost struc- 
ture of their domestic energy 
industries was able to sup- 
port such arrangements but. 
in future, even the most tra- 
ditional buyers operating in 
monopoly markets may find 
such redundancy an unaf- 
fordable luxury. 



FINANCE • by Robert Corzine 


Less easy to light 
blue touch-paper 


Deep water Asia’s economic woe has provided a wake-up cal to the Industry 


The international banks, 
which in recent years have 
battled to be included in 
LNG financing syndicates, 
are also looking mare care- 
fully at the cost structures of 
individual projects. They are 
examining in greater detail 
the local demand for LNG- 
This should help to ensure 
that only the most economi- 
cally robust projects pass the 
finanHai hurdles In future. 

A concerted effort to bring 
LNG costs down could help 
foster the creation of a wider 
market. 

And some industry observ- 
ers say it is only a matter of 
time before a truly global 
LNG industry emerges. They 
believe one of the side-effects 
of the present crisis could be 
the convergence of the sepa- 
rate Asia-Pacific and Atlan- 
tic Basin LNG markets. 

Such a global industry 
could result in larger num- 
bers of supplying and con- 
suming countries, with more 
flexible and shorter-term 
supply arrangements 
between them. 

But many hurdles still 
need to be overcome before 
LNG goes truly global To 
begin with, tbe problem of 
opening new markets in the 
developing world has yet to 
be solved. 


India, an d China are seen 
as the main undeveloped 
markets for LNG. Both have 
huge energy deficits, espe- 
cially in power generation, 
as well as growing Industrial 
demand. There are also envi- 
ronmental concerns that 
should favour the use of 
cleaner fuels, such as gas. 

But such countries differ 
markedly from traditional 
LNG markets. The most 
obvious difference is the cre- 
ditworthiness of the country 
and main buying institu- 
tions. 

Such financial problems 
may make it impossible for 
new greenfield LNG develop- 
ments to be aimed solely at 
emerging markets. 

But mixing new and old 
markets may also pose prob- 
lems to established suppli- 
ers. They may be reluctant 
to offend their traditional 
customers by offering much 
lower prices to emerging 
market clients in order to 
stimulate LNG demand. 

Tbe problem of creating 
demand has caused many 
international oQ companies 
with LNG interests to look 
at taking equity positions in 
power plants and other 
“downstream" users in order 
to kick-start the market for 
LNG. 


LNG producers in the 
Atlantic Basin are also 
looking to emerging markets 
to supplement their tradi- 
tional shipments to Europe 
and the US. Latin America, 
and Brazil in particular, is 
especially attractive to pro- 
ducers from Nigeria and 
Trinidad, given its sharply 
rising power demand and 
East growing economy. 

But existing Atlantic basin 
LNG markets could also 
grow strongly, although 
probably only in the longer- 
term. The International 
Energy Agency recently 
raised the prospect of sub- 
stantial LNG exports to the 
US between 2010 and 2020 as 
domestic gas production 
tapers off. 

In Europe LNG appears to 
be confined to niches in 
mainly Mediterranean mar- 
kets. such as Portugal, 
Spain, Italy, Greece and Tur- 
key. with the latter receiving 
the most attention. But Tur- 
key is also encouraging gas 
producers in surrounding 
countries, including Russia, 
Iran and Turkmenistan, to 
supply it with large quani- 
tles of pipeline gas, a devel- 
opment that threatens to 
limit LNG’s inroads into 
Europe's fastest growing 
energy market. 


Banks are asking 
searching 
questions before 
backing LNG. 
schemes 

“It's back to bastes.” is tbe 
way one banker described 
the attitude of the world's 
leading commercial lending 
institutions in the aftermath 
of Asia’s economic crisis. 

In recent years, banks 
have stumbled over them- 
selves in tbe rush to lend to 
LNG projects. Although 
detailed negotiations on fin- 
ancing Individual LNG pro- 
jects are lengthy and com- 
plex. certain generic features 
of LNG deals proved to be 
big attractions for lenders. 

The first was the quality 
of the buyers, especially in 
Asia. Long-term take or pay 
contracts with state-sup- 
ported gas distributors or 
electricity generators in 
countries such as Japan and 
Booth Korea provided sound 
foundations for multi-billion 
dollar deals. The fact that 
LNG deals are US-dollar 
denominated reduced the 
foreign currency risk, while 
the remote location of many 
LNG plants - well away 
from the most obvious politi- 
cal flashpoints in their host 
countries - gave added con- 
fidence to h anker s. 

And, so far, the industry 
consensus is that the Asian 
economic crisis has not led 
to a fundamental reassess- 
ment of the financial risks 
associated with LNG devel- 
opments. 

But banks are adopting a 
much more cautious 
approach to LNG demand, 
especially in Asia. They are 
also worried about whether 
surplus Asian LNG could 
find its way in ever greater 
volumes into Europe and the 
US, a development that 
could undermine the.eco-^ 
nomics of LNG projects' 


aimed specifically at those 
regions. 

"I think tenders are taking 
a more focused look at 
actual LNG demand." says 
one London-based project 
finance specialist The prob- 
lem. however, is that fore- 
casts for demand in coming 
years vary wildly and 
depend, in large part, on sub- 
jective assessment of the 
depth and likely duration of 
Asia's economic downturn. 

Wood Mackenzie, the Edin- 
burgh-based energy consul- 
tant, reports that Korea's 
economic problems have 
been enough to make the 
global LNG market 
“extremely soft, ultimately 
delaying all unsigned LNG 
projects, both brownfield 
and greenfield". 

But, even if LNG demand 
in Asia continues to grow at 
the 6 per cent a year rate 
predicted by Wood Mac- 
kenzie, bankers will be 
looking far more closely at 
local demand and conditions. 
They are likely to differenti- 
ate much more between pro- 
jects and to put less stare in 
country credit ratings. 

Given tbe uncertainty per- 
vading tbe industry other 
factors are also likely to 
come to tbe fore. The quality 
of a project’s sponsors will 
probably become more 
important when banks 
assess financing proposals. 
Although there may not be a 
general demand for sponsors 
to increase their equity 
stakes from the 30 per cent 
or so that has been standard 
in recent years, some spe- 
cific projects could be 
affected in that way. 

Rodney Schmidt, a natural 
gas specialist at the Petro- 
leum Finance Company in 
Washington DC. believes 
that in addition to strong 
sponsors, tbe lowest cost and 
most reliable suppliers will 
be preferred by lenders, 
especially, if oQ prices stay 
low. 


Low oil prices filter 
through over time to LNG 
prices, a linkage that could 
also cause some lenders to 
be more cautious about the 

sector generally. 

Although some LNG pro- 
jects have floor price 

arrangements that limit the 
damage from low oil prices, 
some bankers say they are 
not necessarily a more com- 
forting factor for financiers. 
“If the disparity between a 
floor price and the prevail- 
ing market price gets too 
large then buyers will sim- 
ply riomand a renegotiation,'’ 
says one banker. 

Some contracts are now 
done on a netback basis. 
Stephen Haynes, finance 
director for Atlantic IMG in 
Trinidad, notes that “every- 
body (involved in tbe proj- 
ect) will feel the reduction if 
prices are lower. The market 
risk goes ail the way 
through the chain." 

The Asian crisis may also 
affect another trend in LNG 
financing . 

Although all LNG plants 
need base-load contracts for 
the bulk of their capacity in 
order to secure financing, 
developers were coming to 
the market with ever larger 
amounts of uncommitted 
capacity. Before the Asian 
crisis, lenders seemed ready 
to accept higher uncommit- 
ted volumes but some indus- 
try observers now question 
whether such an approach 
will remain acceptable in the 
present climate of uncer- 
tainty. 

But banks must also be 
prepared for structural 
changes in the global LNG 
market as a result of the 
Asian crisis. Some industry 
figures believe the distinct 
Atlantic basin and Asian 
markets may soon begin to 
converge. That could lead to 
more spot cargoes, shorter 
contracts and demands for 
less onerous conditions on 
longer-term deals. 


SUPPLY • by Andrew Symon 

A fuel in need 
of more flair 


Producers must 
become 
pro-active to 
build a new 
customer -base 

LNG producers look in 1 : t«> 
Asia witv -ii u cross roods 
ei' ii Ivfiiro tin* rerun's cur- 
rency .mil I'ui.iiiiv sector 

h'jcks ji'itiii iiv.-ir thinking. 

IV*.' much supply from 
pv.'pi'-i'M cUvusums and 
il'-n pl.ints nas |ii*uiji put 
fm « .ini lor the medium 
term la the established 
Hurt Ii iMM Asi.ui m.irhcls - 
a nli new markets roulil be 
f.-nnrl in India and China 
Imisienii by the extension or 
c-:.iMislied markets in 
J.ipnn. K"IY:i and Taiwan. 
*.<piv:a!l\ ni Lhe industrial 
sector. 

l-m M ojien up these- niur- 
sets pimiuecrs will have to 
r * think their relationships 
auh Imvrs, mi cui-ithitlg 
!rom prire and other con- 
tract terms to the roll’s they 
inr.rhi play ilmv list ream lu 
M-ter demand 

Unless (his happens, pro- 
diets economist. Professor 
ViU-h.n-1 Lynch, of the Massa- 
chusetts Institute of Tech- 
:i'*l**ir» in the US. Asian LNG 
producers run ihr risk of 
S-'Ui: ir.ip]*oii in niche mar 

j.et*. 

'Suppliers have hud the 
li;\nr\ ct conipriinj: almost 
. vchiMVi ly with a cartel 
product, s-i-lhnq in an Indus 
trv ih.it ills price insensi- 
tive and m which demand 
risk ;v.is minimal because 
market share was far below 
sis ; toii-iUi.il.” ho says. 

The catalyst for chaufft*. 
nov* I'.ruidi G:is iBC.i Asia 
S’acifii *n Singapore-based 
direct nr for LNG. Man in 
Houston, may he the uncer- 
tainty surround mis: South 
Vo ’Tm and Japan in the next 
Ci "up!r of vears. This could 
bn n it about "a change in 
mimLet" resulting in lower 
ci isi> and prices and more 
innovative supply 

BG am I.N'G buyer m India 
ami a future seller, through 
its proposed Tancv'uh plant 
in western Iriau Java in 
Indonesia, may he in a post- 
; ion in pioneer new 

approaches. 

Mr Houston points to BG's 
rum Trinidad LNG plant os a 
model uf line, costs can be 


n?duccd - at plant level and 
in shipping - and buyers 
encouraged through more 
flexible contracts, including 
net-back pricing where the 
LNG sale price to the pro- 
ducer is linked to the price 
the buyer receives when it 
sells the gas. 

There are currently eight 
liquefaction plants - Indon- 
esia’s Arun and Bontang 
LN'G plants in North Suma- 
tra and East Kalimantan: 
Malaysia’s Sarawak plant 
(MLNG r&fl): tbe Brunei 
Lumut plant; tbe North West 
Shelf plant in Western Aus- 
tralia: and in the Middle 
East, the Abu Dhabi plant, 
and the Qatargas plant in 
Qatar; and in Alaska, the 
Kt-nai plant. 

About five expansions and 
new plants ore in progress or 
planned with some certainty. 
Outside of the Middle East 
under construction is Malay- 
sia's I, KG 111 6.8 mt'yr Sara- 
wak complex expansion. The 
project is unusual in that no 
■.*omrjcts were signed before 
work began. So far. only a 
cun Arina lion or intent has 
born signed with the Japan 
1‘etrolcum Exploration Com- 
pany for O.otn tonnes for 20 

years. 

Australia’:- North West 

Shelf operation hopes to sign 

contracts this year with its 
existing Japanese buyers for 
an additional 7m tonnes a 
year from 21X13. 

Indonesia's Bontang plant 
has an eighth train t3m 
tonnes a year) under con- 
struction for 2000, after a 
seventh (2.6m tonnes a year) 
came onstream in late 1997. 
A ninth train is also pro- 
posed. 



DEMAND • by Andrew Symon 


LNG’s torch passes on 


Trapped gas: LNG producers to develop Chma as a market 


In contrast, the Arun 
plant, facing declining gas 
supply, may be forced to 
decommision some trains 
early next century. 

Beyond these, there are 
about a dozen proposals for 
“greenfield” plants stretch- 
ing from Russia’s Sakhalin 
Island, north of Japan to 
British Columbia in Canada. 
N’atuna in Indonesia's South 
China Sea and Papua New 
Guinea, and from Yemen in 
the Middle East to the top 
end of north Australia near 
the city of Darwin. 

Prominently involved on 
the supply side is Royal 
Dutch/ Shell, being a partner 
in the operating Brunei 
Lumut. Malaysia LNG I&H 
and North West Shelf plants; 
the under construction 
Oman LNG plant, the Malay- 
sia LNG III extension; tbe 
planned North West Shelf 
expansion; and proposed 
plants in Sakhalin and in 
north Australia, from fields 
offshore of Darwin, and near 
the North West Shelf, from 
the offshore Gorgon gas 
fields to the south. 

Co-operation between the 
Gorgon developers and the 
North West Shelf producers 
over building on existing liq- 
uefaction facilities is hong 
discussed. Shell's Darwin 
project may incorporate 
another LN'G proposal (2-3m 
tonnes a yeor.1 by Australia's 


BHP and the US Phillips 
Petroleum for the relatively 
small offshore Bayu-Undan 
gas field in the zone of 
co-operation between Aus- 
tralia and Indonesia. 

Shell International Gas' 
Director for Asia Pacific. 
Arthur Dixon, argues that 
the need for 15-20 year base 
load contracts to justify 
investment (now' up to 
£L5bn for a two train. 7m 
tonnes a year liquefaction 
“greenfield” plant plus gas 
extraction and shipping 
costs) and tbe time it takes 
to design and build a plant - 
four or five years before 
delivery - means that, until 
contracts are signed, com- 
missioning dates are some- 
what arbitrary. “Our view is 
that the market determines 
timing.” he says. 

But this does not mean a 
passive role towards mar- 
kets. Shell is looking at an 
equity role downstream in 
India and China - in import 
terminals, in pipelines and 
power stations - in order to 
foster and secure market 
de mand. 

“We are considering a 20 
year take-or-pay contract or 
an equity share - there is 
not much difference. In both 
cases you have a very dose 
business relationship. It is 
really only a matter or the 
size of the wedding ring.” Mr 
Dixon says. 


International LNG trade 1997 (toraes at") 



HBft 

Abwq 

US 

met 

HtfeEu 


MfrftdRC 


Tuud 

BBpHS 

«p> 

Ubp 

an DJ» 

Offir 

tends 

Bu« l 


Maayw 

1o 

Kortt Antrta 











m 


13 


- am 


02 




14 

Sarapi 











Be^um 


U 








IS 

ftaxx 


97 








aj 

istfr 


1A 








14 

VftMl 


ZB 

OB 

u 

0.1 





•U 

TirWw 


2.1 








XI 

Mta ncoc 











JJfUl 

13 



u 

ZB 

as 

U 

177 

as 

«s 

ixiEi tael 







07 

as 

«s 

IIS 

rnn 








u 

i.i 

2£ 

Tdttf aQUiS 

13 

177 

03 

u 

2J 

7.1 

OB 

2SS 

us 

BQ7 


With established 
Asian markets in 
chaos, attention 
turns to India and 
China 

The key market driving 
growth in the LNG business 
in recent years has been 
South Korea. But with the 
country facing little GDP 
growth for the next two 
years or so, tbe redaction in 
eneigy demand is shaking 
up assumptions among pro- 
ducers. spurring them on to 
make greater efforts to 
establish markets for the 
first time in India and China. 

The LNG business bad 
never experienced anything 
like Korea. LNG imports 
rose from less than 3m 
tonnes in 1991 to lUira 
tonnes in 1997, making 
South Korea the second larg- 
est LNG importer in the 
world after Japan. 

Plans for LNG plant 
expansions and new plants 
not surprisingly assumed 
South Korea as a significant 
buyer under tbe long-term 
contracts needed for plant 
construction to proceed. 

While Japanese demand 
underpins the LNG business 
in volume terms - in 1997, 
Japan imported 46.9m 
tannes,-or 77 per cent of total 
Asian LNG trade and 58 per 
cent of total world trade - it 
has been South Korea that 
has been reshaping the 
Industry, 

This has not only been by 
virtue of its new demand but 
also through more flexible 
contracts and the supply of 
LNG under single, or "spot”, 
cargoes and medium-term 
contracts (4-5 year) as well 
as the traditional tong-term 
(15-20 years) deals. 

1 Now South Korea’s 
imports will plateau at 
around 11m tonnes this year 
and for 1999. The Korean 
monopoly importer, Korea 

Forecast LNG demand in Asia 


Gas (Kogas) has cut back 
about 50 per cent on the 
number of spot cargoes it 
plans to buy and deferred 
other cargoes supplied under 
long-term contracts. Produc- 
ers believe Kogas will hon- 
our its existing commit- 
ments. 

The big question is 
whether growth wifi pick up 
after 1999. 

Shell International Gas' 
director for Asia Pacific, 
Arthur Dixon, is confident 
that they will and the 
Koreans will seek new con- 
tracts. “Shell is stiff talking 
to Korea Gas for longer-term 
supply from the Sakhalin n 
project (in Russian East 
Asia) and from Australia 
from the Gorgon field fin the 
north westX” Mr Dixon says. 

The economic fortunes of 
the other north east Asian 
importer, Ifeiwau, have not 
been directly affected by the 
region’s currency and finan- 
cial markets crisis. 

Only a small LNG con- 
sumer, taMnf 2.6m tonnes in 
1897. growth has been slow 
since Imports began in 1990. 
But with gas only making tip 
6 per cent of the energy mix 
including some domestic gas 
as well as LNG), there is 
potential for sizeable 
increases in LNG imports. 

For Japan, government 
planning shows a small per- 
centage LNG Import growth, 
consistent with the coun- 
try’s slow GDP growth, 
although still sizeable in vol- 
ume terms. But, as Shell’s 
Mr Dixon argues, there may 
be additional substitution of 
gas for coal and nuclear 
power as a result of Japan's 
Kyoto commitment to reduce 
carbon dioxide/greenhou se 
gas emissions and Japan's 
anti nuclear lobby. 

“It is an open secret that 
the planned nuclear expan- 
sion is most unlikely to 
occur. Take off nuclear and 
you have to add something 
else,” he says. 
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Neither India nor China 
yet Imports LNG but both 
have the potential to trans- 
form the Asia trade. UK con- 
sultants, Wood MacKenzie. 
forecast the two combined 
wifi import 9.6m tonnes by 
2005 and 17m tonnes by 2010. 

India is set to take its first 
LNG just after the turn of 
the century to bolster its 
domestic natural gas supply. 
US company Enron Corp, 
plans to import 5m tonnes 
from Qatar in the Middle 
East by 2001 for its Dabhol 
power plant, now under con- 
struction in the western 
coastal state of Maharashtra, 
as well as to supply other 
balk users in the country 
through a yet-to-be-built 
transmission line. 

A little to the north in 
Gujarat state. British Gas 
International, at the faehn of 
an existing, domestic pipe- 
line network through its 
control of the Gujarat Gas 
company, also intends to 
import LNG. probably from 
the Middle East, to supple- 
ment gas from domestic 
fields. 

A consortium of Indian 
government enterprises. 
Petroaet, led by the Gas 
Authority of India (Gail), is 
also looking to import 
through the part of Ennore 
on the south east coast and 
Mangalore on the south west 
coast. 

Some 17 international 
companies have bid to be the 
suppfier for the project with 
the possibility of the success- 
ful bidder going into a joint 
venture with Petronet on the 
import side of the LNG 
chain. 

Other companies are pro- 
posing import projects but 
most will fall by the way- 
side. India’s ability io absorb 
large volumes of imported 
LNG is constrained not only 
by the extent of domestic 
pipeline infrastructure but 
also by the country’s capac- 
ity to find the foreign 
exchange to pay for 
imported fad. 

British Gas Asia Pacific 
director of LNG, Martin 
Houston, predicts “mar- 
riages” between many of the 
sponsors. “Projects will fold 
into one another to become 
stronger and better.” 

China as an LNG importer 
is. still more, a matter of 
conjecture. While companies 
such as Shell have been pro- 
moting tbe idea for several 
years, and preliminary plan- 


ning has been carried out by 
government agencies such 
as the China National Off- 
shore Oil Corporation 
(CNOOO. the State P lanning 
Commission has yet to 
approve LNG imports. 

China has a few gas fields 
in the north west and addi- 
tional pipeline supplies are 
being planned from Russia's 
Siberian Irkutsk fields, north 
of Mongolia, but pipeline 
supply from these sources 
would only be cheaper t han 
LNG in the provinces north 
of Shanghai 

The energy needs of the 
fast growing southern prov- 
inces, Guangdong, Fujian 
and Zbajiang. are currently 
met by domestic coal mainl y 
coming long distances by 
rail from the north. Foreign 
coal producers argue that 
seaborne coal can be sup- 
plied more cheaply and reli- 
ably into the south from 
Indonesia and Australia. Gas 
advocates say that LNG is 
superior on the grounds of 
cost and reducing pollution. 

“We think LNG into the 
southern coastal parts of 
Ch i na makes economic, envi- 
ronmental and practical 
sense ” says Mr Dixon. 

Thailand was once a front 
runner to join tbe LNG 
importer's club. Plans to 
take LNG from Oman in 2003 
have been deferred because 
of Thailand's economic woes 
and the supply available 
soon from Burma and new 
fields in the Gulf of Thai- 
land. Wood MacKenzie pre- 
dicts that Thailand will still 
take LNG imports by 2010 
for security of supply rea 
sans. 

Pa kis ta n has been mooted 
as an LNG Importer but, at 
present, the government is 
tal king only of imports via 
pipeline from Iran. Qatar or 
Turkmenistan (through 
Afghanistan). Economically 
this is far cheaper, although 
political obstacles remain, 
ranging from US sanctions 
against Iran to the instabil- 
ity in Taliban controlled 
Afghanistan. 

The Philippines may be a 
candidate in tbe long-term 
for LNG should domestic gas 
reserves, to be harnessed for 
the first time in 2001-02 from 
the Malampaya-Camago field 
in the south west of the 
archipelago, prove to be 
smaller than anticipated. 
Andrew Symon is the Singa- 
pore-based editor of the FT 
Asia Gas Report 
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Atlantic LNG 


:h-panrf ^un, san d, sea and a dash to LNG 

X f ^ V. i The Atlantic LNG plant 
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The Atlantic LNG plant 

which is rising rapidly on 
reclaimed land at Point 
Fortin on Trinidad’s 
southern coast reflects the 
new cost consciousness that 
is taking hold in the sector. 

Now just more than 50 per 
cent complete, and on 
schedule to ship its first 
cargo in about a year’s time, 
the SI bn Atlantic LNG plant 
is the single biggest 
industrial investment to 
have been made tn the 
Caribbean, and the first 
greenfield LNG development 
in the western hemisphere, 
for more than 25 years. 

There are several aspects 
to Atlantic’s development 
which differentiate it from 
other LNG projects. One is 
time. The average 
development time for a 4.5m 
tonne a year LNG plant is 14 
years. The time between the 
conception of Atlantic and 
first production from the 8m 
tonnes a year facility will be 
just six and a half years. 

The speed with which 
Atlantic is being built is, in 
part, a reflection of the 
government's priority to 
develop its large gas 
reserves in order to offset 
declining oil production. 
“Governments are often the 
reason why LNG projects 
can take 14-1$ years to 
develop.” says Gerry 
Pee re boom, head of Amoco 
in Trinidad. 

Amoco is the largest 
partner in the Atlantic 
consortium, which also 
includes British Gas, Repsol 
of Spain. Cabot LNG from 
the US and Trinidad's 
state-owned Natural Gas 
Corporation. Repsol’s 
Enagas affiliate and Cabot 
are the two buyers of 
Atlantic LNG. 

Another big difference is 
the design. Most LNG plants 
have at least two “trails”, 
or processing lines, to 
ensure continuity of supply 
should one train break 
down. Atlantic is a single 
train facility based on an 
“optimised cascade" process 
developed by Phillips 
Petroleum of the US but 
only ever used in its Kenai 
LNG plant in Alaska. 

Atlantic officials were 
attracted by the simplicity 
and reliability of the 
Phillips process. On a visit 
to Kenai, Atlantic officials 
were reassured by 
descriptions of the plant as 
“merely a big refrigerator”. 

“Atlantic is a very simple 
plant,*’ says David 
Jamieson, the project’s 
technical director. “What's 
unusual is the scale of each 
piece of major equipment” 

Mr Jamieson says the 
construction of Atlantic has 
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LNG: the Asian fall-out 


THE MIDDLE EAST • by Andrew Symon 

Taking on the 
establishment 

Output is set to 
boom, promising 
competition and 
threatening 
over-supply 







Atlantic coast the biggest project in the Caribbean for 25 years is on schedule for commissJoning next year 


sparked recognition in the 
world LNG industry “that 
there is another way to 
build LNG plants. Maybe 
people have paid too much 
in the past” 

He estimates that the total 
cost far Atlantic, including 
finance charges, should 
come out at around $93 5m. 
That compares with original 
estimates of KL2hn-$LSlm. 

Installing a second train 
at Point Fortin would be 
even more cost effective, say 
Atlantic officials, intense 
negotiations are under way 
with Atlantic’s two launch 
customers - Cabot of the US 

and Enagas of Spain - on 

possible additional 
purchases. There is 
sufficient land at Point ' 
Fortin to support as many 
as three trains and there 
would be “significant 
operating benefits” from 
spreading the cost of 
services, such as togs, over 
a greater number erf liftings." 

Simon Bonini, British 
Gas’ country manager in 
Trinidad, says there could 


also be considerable capital 
savings if an early decision 
was taken ou the second 
train, as it would give 
c o nti n u i ty to Atlantic’s key 
contractors. 

Atlantic officials are 
concerned about 
competition from Nigeria 
Liquefied Natural Gas, the 
only other LNG facility now 
being built in the Atlantic 
Basin. “Nigeria is 
worrying,” says Mb* Bonini, 
although he insists that 
Atlantic is not necessarily 
facing a limited window of 
opp o rt un ity for expansion. 

Much will depend on the 
government’s attitude 
toward expansion. Finber 
Gangar, Trinidad’s energy 
minister, is especially been 
to see LNG from Trinidad 
make inroads Into 
American markets. “I am 
particularly keen on 
Brazil,” he says, “because of 
its fast growing demand for 
electricity and its rapidly 
growing economy.” 

Mr Gangar believes the 
northern Brazilian states 


would be especially 
a ttractive markets far LNG. 
“Our LNG would be cheaper 
there than pipeline gas from 
Bolivia,” he says. 

IMG exports could also 
form one of the main 
elements of more 
far-ranging economic 
co-operation between Brazfl 
and Trinidad. TMn could 
include the setting up of 
Brazilian iron ore and steel 
plants tn Trinidad that 
would be fuelled by n atur al . 
gas. 

Atlantic officials ai«n see 
scope for more Caribbean 
dnrnmd Some of the gas 
destined far Cabot in the 
northeast US will probably 
wind up being used in a sew 
power project in Puerto 
Bico. 

But there is also concern 
in government curries that 
using the country’s gas 
reserves for I24TG may not be 
the best way to realise the 
highest value of the 
resource. “It’s not a case of 
LNG at any cost,” says 
Frank Look Kim, president 


of the Natural Gas Company 
of Trinidad and Tobago. 

But officials acknowledge 
that the larger gas volumes 
associated with a second 
LNG train could pave the 
way for the creation of an 
export -oriented ethylene 
industry, a project which is 
high on the government's 
priority list. 

Robert Corzine 


The Middle East has thrown 
down the gauntlet to the 
established south east Asian 
and Australian producing 
regions. New plants in oper- 
ation, under construction 
and planned in Qatar, Oman 
and the Yemen are Introduc- 
ing an unprecendented level 
of competition for supply to 
Asia. 

If the LNG trade has been 
a sellers' market, this new 
wave is turning the balance 
in favour of buyers. 

The region's arrival as an 
LNG power was announced 
by the advent of Qatar as an 
exporter in 1996 from the 
Qatargas plant - the first 
new source of LNG from the 
Middle East since Abu Dhabi 
began shipping to Japan in 
1977. 

The Qatargas two-train, 
4m tonnes a year capacity 
plant has a base-load con- 
tract with Japan and plans 
for a third, 2m tonnes a year, 
train. 

The plant is fed by the 
North Field, the world’s larg- 
est non-associated gas field, 
with 240 trillion cubic feet of 
proven and probable 
reserves. This figure 
excludes reserves in Iranian 
territory, known as the 
South Pars field, a contract 
for which was given by the 
Iranian government, last 
year, to a Total-led consor- 
tium. In spite of the threat of 
US sanctions against the 
company and its partners, 
the Russian Gazprom and 
the Malaysian Petnmas. 

A second plant is to start 
in Qatar next year, in July. 
The two tram. 5m tonnes a 
year Mobil operated Rasgas, 
also fed by the North Field, 
will start sending shipments 
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Expanding gas: the region promises an explosion in capacity ap 


to South Korea under 
long-term contracts which 
have survived the financial 
crisis in the market. 

Oman is to join the club In 
2000. also with exports to 
South Korea under 
long-term contracts from a 
Shell-operated two train. 
6.6m tonnes a year plant. 
Korea Gas, the state owned 
importer, and several other 
Korean companies have a 
small equity stake. 

In Yemen, a Total-led 
group, which includes the 
South Koreans Yokong and 
Hyundai, wants to build a 
5m tonnes a year plant 

Qatar and Oman enjoy are 
advantaged by low gas costs. 
Consultants Gaffhey. Cline 
and Associates put feed gas 
costs at between $0.5030.60 
per million Btu (mBtu) for 
Qatar and Oman projects 
while Yemen’s $1 .20m /Btu is 
similar to the average costs 
for south east Asia and Aus- 
tralia. 

The disadvantage for Mid- 
dle East producers is their 
distance from east Asian 
markets. Geo-politics may 
also be a problem. Japan, 
already dependent on Middle 
East oil, may not want to 
also become dependent on 
Middle East gas. 


Thu pres-mv uf Korean 
equity pomis in ihr coun- 
try's new in ihu LNG 

world. Aj-mvi.iIviI wilh this 
omergi'inv u a > dramatic 
chance in pru-i* contract 
terms. LNG prici'?. air linked 
to oil pru-i-s .mil past prac- 
tice has hrvn t«i »vi lings and 
flours. Thc.-r have been 
removed in she Oman and 
Rasgas Korean contracts 
with the ik'M-InjHTS keen tu 
lock-fn cum facts and the 
Koreans rtrnnvi hard bar- 
gains. Slini ■ ill- mi. nil prices 
have crashed .mil. should a 
low price regime continue, 
producers nil! hurt. 

All this, ■'■mi Mned with 

uncertain!} in when 
South K»rvu will commit 
again U< m v. wmracts. as 
well as Thailand's deferment 
of Oman LNG. make India a 
key to Middle East produc- 
ers' ability in meet longer- 
term output targets. A 5m 
tonnes a year plant for Qatar 
is proposer! by Enron for 
sales to India. 

Sales into the Mediterra- 
nean may also become 
important. Abu Dhabi 
already exports small vol- 
umes to Eunipe. Qatargas is 
selling to Turkov and Oman 
and Yemen hope to follow its 
lead. 


FT 


EUROPE • by Robert Corzine 


Problems in the pipeline 


LNG's future is as 
a niche fuel 
rather than a 
direct competitor 
to piped gas 

Present and potential LNG 
suppliers to Europe are keep- 
ing a close eye on develop- 
ments in Asia amid fears 
that distressed cargoes from 
the region may soon be 
flooding into Europe. 

So far, such fears have 
failed to materialise, with 
several Asian LNG produc- 
ers seemingly content for 
the time being to reduce out- 
put rather than send surplus 
LNG cargoes across the 
world in search of buyers. 

The Asian situation has 
exacerbated existing uncer- 
tainty about LNG's eventual 
role in Europe. The Conti- 
nent is already well served 
by large-scale gas pipeline 
from Russia, Norway and 
Algeria. Over the next few 
years four additional export 
pipelines - each of which 
will be capable of transport' 
ing I5bn-20bn cubic metres a 
year - will boost gas sup- 
plies to Europe. 

Such a large infusion of 
gas could put considerable 
pressure on European gas 
prices, says Jonathan Stem, 
vice-president of Gas Strate- 
gics. a London-based indus- 
try consultant. And that 
could make life even, more 
difficult for would-be LNG 
suppliers to Europe, who 
generally need a premium 
over pipeline gas prices to 
justify serving the conti- 
nent’s remote markets. 

At present the main Euro- 
pean LNG markets are found 
around the Mediterranean, 
or in pockets where pipeline 
supplies have yet to pene- 
trate. Turkey. Spain, Italy, 
Greece and Portugal are 



Out of Africa: Nigerian LNG is destined for EUropB 


seen as the most attractive 
LNG markets, as they are 
furthest from the main gas 
pipelines, which are aimed 
at the industrial heartland of 
Germany. 

But in the case of LNG, 
demand does not guarantee 
that projects will be realised. 
Italy is a case in point. Sev- 
eral years ago Enel, the big 
T tyBan electricity generator, 
concluded a deal with 
Nigeria Liqufied Natural Gas 
(NLNG) to buy large vol- 
umes tor use in its power 
plants. But environmental 
opposition to the construc- 
tion of a receiving ter min al 
and regasification plant 
prompted Enel to try to back 
out of the deal. A compro- 
mise was reached last year 
when France agreed to 
accept the tfigerian LNG at 
one of its receiving termi- 
nals and make an equivalent 
amo unt of pipeline gas avail- 
able to the Italians. 

The perceived difficulty of 
building new receiving ter- 
minals in Europe is such 
that ENL the partially priva- 
tised I talian energy group, 
last year suggested that 
floating terminals may be 

the way forward to the Medi- 
terranean. 


But it is not just environ- 
mental concerns that make 
LNG's future role in 
Europe's energy mix prob- 
lematic. In some countries 
which were seen as natural 
buyers -of LNG, such as 
Ireland, pipelines have sto- 
len a march an LNG. That 
trend is expected to con- 
tinue, thus leaving LNG 
with only isolated pockets of 
d emand 

Turkey may be the excep- 
tion. Many International oil 
companies are vying to win 
a place in Turkey's gas mar-' 
ket, which is growing rap- 
idly an the back of rising 
demand for electricity and 
the growing industrialisa- 
tion and urbanisation of the 
country. 

At least five potential LNG 
suppliers have emerged, 
ranging from Middle East 
producers in the Gulf to 
Nigeria in west Africa and 
Egypt in the Mediterranean. 
Turkey is everyone's favour- 
its market at the moment," 
says Mr Stem. 

But, as much as Turkey 
welcomes the diversity of 
gas supplies that LNG offers, 
•‘they don't want to pay an 
arm and a leg tor it”, says 
Mr Stem. 


And Turkey is also the 
favoured destination for 
powerful pipeline suppliers, 
such as Russia and Iran. 
“Once pipeline gas reaches 
Turkey it will look just like 
the rest of Europe," says Mr 
Stem. 

There is considerable spec- 
ulation about whether the 
planned liberalisation of 
Europe’s wholesale gas mar- 
kets over the coming years j 
will boost LNG's prospects. 
Some see LNG playing a 
swing role during periods of 
peak demand. “It’s a good 
fuel for niche markets," says 
Martin Houston, director of 
LNG at BG, the former Brit- 
ish Gas. “You can supply 
during periods of peak 
demand and hold off during 
the troughs. It’s much easier 
to modulate supply from a 
tanir th an fro m a pipe.” 

But it is access to gristin g 
receiving terminals that may 
be the key to using LNG as a 
form of peak storage in 
Europe. Several companies 
are looking at Zeehrugge, 

the Belgian North Sea port 
that is fast emerging as one 
of Europe’s gas transporta- 
tion hubs, which has an 
LNG terminal. But, says Mr 
Stem, Distrigaz, the Belgian 
gas company, has “not acted 
like it wants to make money 
like that". 

And it is gas prices, rather 
than market liberalisation, 
that will probably have the 
greater influence on LNG's 
future in the region. Mr 
Stem says a collapse in pipe- 
line prices from present lev- 
els of around $2J&$2JX) per 
million BTUs, to as little as 
$L50 per nriHi op BTUs could 
trigger & wave of indepen- 
dent power projects keen to 
lock in to low cost fuel sup- 
plies. The question then is 
whether even the most effi- 
cient LNG producer could 
compete in such a market 
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